WILLKIE FARR & GALLAGHER u» MEMORANDUM

TO: Files

CC: San Diego Audit Committee

FROM: Willkie Farr & Gallagher LLP

RE: Interview of Mayor Susan Golding on May 10, 2006

DATED: May 25, 2006

On Wednesday, May 10, 2006, Benito Romano, in Willkie Farr & Gallagher
LLP’s (“Willkie”) capacity as counsel to the Audit Committee, interviewed former Mayor Susan
Golding. Mayor Golding was not represented by counsel at the interview. Heath Rosenthal of
Willkie was also in attendance. The interview took place in a conference room on the third floor
of the San Diego City (the “City”) Administration Building and lasted approximately three
hours.

The following memorandum reflects my thoughts, impressions and opinions
regarding our meeting with Mayor Golding, and constitutes protected work product. It is not,
nor is it intended to be, a substantially verbatim record of the interview.

Warnings

At the outset of the interview, Mr. Romano explained to Mayor Golding that
Willkie represents the Audit Committee created by the City Council. Mr. Romano also stated
that although the material discussed during the interview would be treated as privileged, either
covered by attorney-client privilege or the work product doctrine, in the likely event that the
Audit Committee issues a report, the privilege will be lost. In addition, the City can waive the
privilege even if no report is written. Mr. Romano further explained that because Willkie is
cooperating with other investigations, we may be sharing information with the U.S. Attorney’s
Office, the SEC and the City’s outside auditor, KPMG, and therefore Mayor Golding should be
as accurate and truthful as possible. Mr. Romano also asked that the contents of the interview be
kept confidential, and emphasized that Mayor Golding could seek clarification of a question at
any time.

Background

Mr. Romano asked Mayor Golding when she served as the Mayor of San Diego,
and she responded that she was the Mayor of the City from December 1992 through December
2000. Mr. Romano then asked if she held any elected positions prior to taking office. Mayor
Golding responded that she had served on the City Council and the Board of Supervisors for the
County of San Diego before being elected Mayor. Mr. Romano asked how long she served on
the Board of Supervisors. Mayor Golding said that she served two terms, for a total of eight
years, on the Board of Supervisors immediately prior to becoming Mayor. Mr. Romano asked if
her work for the Board of Supervisors was a full-time job, and she stated that it was. Mr.



Romano then inquired about Mayor Golding’s employment after she left the Mayor’s Office.
Mayor Golding stated that she has sat on corporate boards for the past four to five years and
currently runs her own consulting company. Mayor Golding explained that although her
company previously did not do work concerning governmental entities, her company currently
provides strategic advice relating to cities and counties.

At another point in the interview, Mr. Romano asked about Mayor Golding’s
educational background. Mayor Golding stated that she received her undergraduate degree from
Carlton College and her masters degree from Columbia. She also was a Ph.D. Fellow at Emory
University training to be a professor, but she moved to San Diego prior to completing that
program.

Campaign for Mayor & First Term in Office

Mr. Romano inquired about the major issues of Mayor Golding’s first campaign
for mayor. She explained that the City’s poor economy was the major issue of her campaign.
Businesses were leaving the City and the City lost 100,000 white collar jobs during the defense
conversion. (Later in her interview Mayor Golding noted that the City’s economy had its highest
growth rate ever while she was in office. The economy began improving in 1994, and as a result
she cut business taxes and a record-low employment rate was reached. Mayor Golding said that
the height of the economic growth occurred during her second term.) Mr. Romano asked Mayor
Golding what the second biggest issue in her 1992 campaign was, and she responded that it was
crime. Mayor Golding also noted that she ran on a platform of making San Diego technology-
friendly because she believed that this would help business. Her opponent, Peter Navarro, had
run on an “anti-growth” platform. Mr. Romano asked if the election for Mayor was non-partisan
when Mayor Golding ran, and she stated that the election has been non-partisan since the 1930s.
Mayor Golding also added that when she was elected, a poll was conducted and one-half of those
surveyed thought that she was a Democrat and the half thought that she was a Republican. She
explained that the issues in the mayoral races were not political.

Mr. Romano asked Mayor Golding whether she was familiar with the inner-
workings of the City when she took office. Mayor Golding responded that she was familiar with
the City’s issues when she was elected Mayor because she had been a member of the Council
and the majority of the district she had been responsible for while serving on the Board of
Supervisors included the City. Mr. Romano asked whether Mayor Golding had a transition
committee when she took office. Mayor Golding stated that she did have such a committee,
though she could not recall who sat on it. She thought it was comprised of her business
executive supporters.

Mr. Romano asked Mayor Golding to describe her staff. Mayor Golding stated
that when she took office her staff had twenty to twenty-five people, including secretaries and
clerks. Her staff also had a chief of staff, policy director, press secretary, deputy press secretary,
and the “Officer of Commonsense” who was a person citizens could call any time they thought
that something did not make sense. Mayor Golding stated that she created the Officer of
Commonsense position in order to allow people to cut through the red tape of City government.
She explained that she tried to create a “one-stop shop” for small businesses to get started,
meaning that people could go to one place in the government to start a business and someone



would walk them through how to do it. The object was to help people meet regulations and start
their businesses as fast as possible.

Mr. Romano asked how the City economy was when Mayor Golding was elected
in 1992. Mayor Golding stated that when she first was elected, property and sales tax revenues
were down. As a result, she proposed cutting everyone’s salaries, including her own, because
salaries were a major part of the budget. However, Mayor Golding went to impasse with the
unions in the 1993 budget year. She also explained that because City revenues were down, she
charged the private sector community with allowing the City to be able to competitively bid on
contracts, but this did not occur to the extent that she had hoped.

Mayor Golding volunteered information about certain actions she took during the
beginning of her administration. First, she explained that during her first year in office she put
together a City committee called “Change™ (pronounced “Change 2”). That committee, which
was comprised of well known business people, made 52 recommendations, and the Council
adopted all but one of them. However, Mayor Golding stated that the recommendations were
very difficult to implement because they related to private sector practices, but she wanted to
benchmark the City against private sector practice. Mr. Romano asked if any of the 52
recommendations related to the City pension system, and Mayor Golding did not think they did.
Mr. Romano asked if any of the recommendations related to the Meet and Confer process, and
Mayor Golding did not think they did. She did note that one of the recommendations related to
labor negotiations, but this was the one recommendation that the Council rejected.

Budget

Mr. Romano asked Mayor Golding what her role was in setting the budget when
she was Mayor. Mayor Golding responded that San Diego was not a pure City Manager
government. During the era of Mayor Pete Wilson, changes were made that gave the Mayor
more power, such as the ability to nominate people to important positions and set the agenda for
Council meetings. However, she said that the City Manager, not the Mayor, set the budget.
Mayor Golding stated that, nevertheless, she had influence over the budget before and after it
was issued.

Mr. Romano next asked how the budgeting process worked. Mayor Golding
explained that each department submitted its budget to the City Manager who then directed the
process pursuant to the Charter. She added that the budget process always was frustrating for the
Council and the Mayor because the citizens of San Diego thought that the Council and the Mayor
had a lot more influence over the budget than they did. Mr. Romano asked Mayor Golding how
she could change the budget. Mayor Golding stated that if she thought changes needed to be
made, she would request such a change at a Council meeting and the Council would either accept
or reject her change.

Mr. Romano then inquired about the chronology of how the budget got approved.
Mayor Golding explained that the process began with hearing portions of budget in the Rules
Committee as soon as the Manager had those portions ready, which occurred at different times
from year to year. Mr. Romano asked when exactly this occurred. Ms. Golding stated that the
first iteration of the budget became available in March, so the hearings probably occurred in
either January or February. Mayor Golding also added that all Council members were invited to



participate in this budget process so that they did not have to deal with budget issues only in
Council meetings. Mr. Romano commented that he had heard that the budget was complicated
to read. Mayor Golding agreed that the budget contained a good amount of detail. She also
stated that budgets are extremely important and they can be made easily decipherable or not.
When she was in office, she and the Council always wanted an Executive Summary of the
budget because there were several Council members who would say at meetings that they did not
get enough time to review the budget. She had wanted a regular time to meet with the Council
members before the City Manager created the budget, probably in January, to decide on the ten
most important policy items that should be in the budget that the City Manager was supposed to
implement. (It was unclear from the interview whether this idea had ever been executed.)

Mr. Romano asked if Mayor Golding gave State of the City addresses while she
was in office, and if so, whether she addressed the budget in those speeches. Mayor Golding
responded that she did give State of City addresses in January of each year and said that her
speeches often had budget discussions, but sometimes they did not. Mr. Romano asked if the
City Manager listened to what Mayor Golding was saying in her addresses, and she said that they
did. She explained that the State of City Address was designed to tell the City’s citizens the state
of the City at that time, not to set out a five-year plan. Nevertheless, Mayor Golding noted that
she laid out a plan for her four years in office in her first State of the City address, and she told
the citizens each year in subsequent State of the City addresses which parts of her plan had been
implemented and which still needed to be worked on. Mr. Romano inquired whether there
existed a process to help Mayor Golding and the Council focus on budgeting for the future.
Mayor Golding responded that there was a recommendation for a two-year budget, and she had
always wanted a five-year plan. However, she stated that whether the budget included planning
for future years was up to the City Manager because he was in charge of the budget.

Wastewater

Mr. Romano showed Mayor Golding a June 19, 1996 Manager’s Report from Mr.
McGrory to Mayor Golding and the Council recommending that the Mayor and Council direct
Mr. McGrory to, among other things, reduce water capacity charges (Exhibit 1). Mr. Romano
noted that the report appeared to be pro-business. Mayor Golding agreed that it was pro-
business, but noted that it was also for affordable housing. Mr. Romano asked whether the
report was a part of a larger initiative. Mayor Golding responded that she did not recall the
report, but knew that she requested a review of the rates in February. She explained that before
she came into office, the pubic was concerned with and would sometimes complain about the
way in which water rates were implemented from a fairness perspective. Mayor Golding
guessed that there were major complaints surrounding the content of the June 19 Manager’s
Report. She stated, however, that sometimes rates needed to be increased to make
improvements. Mayor Golding recalled that when she took office, she could never get the rate
increases she desired that were needed to make the improvements to the sewer system which was
falling apart. Nevertheless, she stated that rate increases were approved, and the new funds were
all supposed to go to overhaul the sewer system.

Mr. Romano asked if the rate increases were political, and Mayor Golding agreed
that they were. She explained that raising rates in San Diego is very difficult and noted that the
Mayor that preceded her wanted to keep the rates steady. Mayor Golding added that citizens
wanted the City to be small and efficient and noted that this was the same time period when Ross



Perot ran for President. She also noted that San Diego was always fiscally conservative, and
everyone felt overtaxed.

Later in her interview, Mayor Golding mentioned that she had created a sewer
rate advisory committee because citizens came to the Council with concerns about the sewer
rates being changed. Mr. Romano asked if she knew Dennis Kahlie (Rate Analyst), and she
stated that she did not.

Mr. Romano asked whether Mayor Golding had a policy to review public
offerings. Mayor Golding responded that she had wanted to set up an outside financial body to
review offerings, but she could not recall what happened. Although some people were in favor
of this idea (she could not recall names), she did not think there was enough support for it at that
time. Mayor Golding explained that the public offerings were reviewed by the City’s financial
management staff and outside bond council who then advised her about the offerings. Mr.
Romano asked whether Paul Webber was part of that outside bond council team, and Mayor
Golding said that he was. Mr. Romano then asked whether there were times when Mr. Webber
had concerns that were different than those of the City. Mayor Golding agreed that while Mr.
Webber did have differing views than those of the City at times, this did not include issues
related to Wastewater.

Mr. Romano asked whether Mayor Golding recalled a presentation made by Mr.
Kabhlie at a closed session hearing, and she stated that she did not. Mr. Romano asked whether
she recalled the State Revolving Fund issues, and she stated that she did not. Mr. Romano
showed Mayor Golding an October 6, 1999 memorandum from George Loveland to Mayor
Golding and the Council transmitting copies of the Water and Sewer Cost of Service Studies
(“COSS”) undertaken in fiscal years 1997 and 1998, noting that the water and sewer rate
structures adopted by the Council are both business-friendly and consistent with Proposition 218,
and recommending that no changes occur (Exhibit 2). Mr. Romano asked whether Mayor
Golding recalled this memorandum. Mayor Golding responded that she remembered a review of
the water, but not sewer rates. She explained that she was trying to get the City to go digital
because she found out that some business were not billed for water for ten years which she found
to be ridiculous. Mr. Romano asked whether the business had to pay for those ten years, and
Mayor Golding said that the business did receive bills that covered the ten-year period.

Mr. Romano asked whether Mayor Golding recalled Council member Christine
Kehoe stating that the rates were unfair to individuals. Mayor Golding responded that she
recalled that there was a concern that if the rates were changed to help businesses then
individuals users would be hurt. Mr. Romano asked whether Mayor Golding ever became aware
that City was not in compliance with State law relating to the amount of biological materials
deposited into the system, and Mayor Golding stated that she did not recall learning about such
non-compliance. Mr. Romano asked if Mayor Golding would have been concerned if she had
been told that the City would lose loans for being out of compliance, and she stated that she
would have been. Mr. Romano asked if she would have recalled being told about such a possible
consequence of non-compliance, and she said that she would have.



Meet and Confer

Mr. Romano asked Mayor Golding whether the issue of contributions to the
pension arose in Meet and Confer. Mayor Golding stated that the only time contributions to the
pension arose in Meet and Confer occurred when the City Manager made recommendations and
the Council would ask questions. She explained that the City Manager, not the Mayor, selected
the people who negotiated the benefits on behalf of the City because the Charter required it. She
stated that there was only one instance when the Council voted for the Mayor to take action on
something that the Charter said was the City Manager’s responsibility, but she did not state what
that was until later in her interview (see “Ballpark Financing”).

Mr. Romano asked about the interaction between the labor unions and the
Council. Mayor Golding explained that sometimes labor unions would contact Council members
during Meet and Confer in order to lobby, and sometimes Council members or their staff would
meet with those union representatives. She learned when she was a Council member that it was
important to hear from labor unions and what they are arguing for prior to the open voting
session. Mayor Golding recalled being on the Council and learning from the head of the Police
Officers’ Association, only after the Council had approved a benefit, that the Council had voted
to remove benefits for police officers’ widows and she was shocked.

Mr. Romano asked whether Mayor Golding would have been involved in Meet
and Confer if it concerned retirement enhancements. Mayor Golding said that the City Manager
dealt with all of the Meet and Confers and first made a recommendation to Council in closed
session. Mr. Romano asked if she recalled any controversy related to retirement enhancements
being discussed in Meet and Confer, and she said that she did not. Mayor Golding explained that
the Council’s and Mayor’s concern was to make the pension fund healthy.

Mayor Golding’s Appointments to the CERS Board

Mr. Romano asked whether Mayor Golding knew Diane Shipione. Mayor
Golding stated that she had nominated some members of CERS Board, including Ms. Shipione
and Ann Parode. Mr. Romano asked how Mayor Golding met Ms. Shipione. She stated that Ms.
Shipione had been recommended to her, and she knew Ms. Shipione’s husband Pat Shea for
many years because Mr. Shea worked on Mayor Golding’s campaign for the Board of Elections.
Mayor Golding said that she had appointed Mr. Shea to be the chair of the Baseball Task Force
when the Padres wanted a new ballpark because he was very independent and outspoken. Mr.
Romano asked what was the purpose of the Baseball Task Force. Mayor Golding stated that the
Baseball Task Force provided an independent review of the Padres’ financial claims to determine
whether the team really needed the new ballpark. The Padres made their books available to the
Baseball Task Force to help them accomplish their task. Mayor Golding went on to state that she
did not recall whether it was she or someone on her staff who interviewed Ms. Shipione. She
also did not remember talking with Ms. Shipione before her appointment, but she did meet her at
some point.

Mr. Romano asked how Mayor Golding choose people to sit on the CERS Board.
Mayor Golding responded that she looked for independent people with real financial
backgrounds who would make good decisions about the retirement fund, would be interested in
the successful operation of the fund, and would be able to spend time dealing with issues that



came before the Board. She added that she or her staff told every member of the Board who she
appointed that they were expected to remain independent and to keep her appraised about what
was occurring with CERS. Mr. Romano asked whether Mayor Golding recalled any
conversations about the pension fund with her Board appointees, but she stated that she did not.
Mayor Golding also mentioned that she did not go out socially with her Board appointees
because she had no social life while she was the Mayor.

City Manager’s Office

Mr. Romano asked whether Mr. McGrory was the City Manager when Mayor
Golding took office, and she confirmed that he was. Mr. Romano asked how well Mayor
Golding knew Mr. McGrory. She stated that she knew him because he had been part of the City
staff for 20 years, but she did not know him well and did not recall working with him previously.
Mr. Romano then asked if a Mayor could take action if she was unhappy with the City Manager.
Mayor Golding responded that a Mayor could take action if there are four other Council
members who also are dissatisfied with the City Manager. Five members of the Council, which
can include the Mayor, are needed to remove the City Manager. Mr. Romano asked if she
worked with Mr. McGrory upon taking office. Mayor Golding responded that Mr. McGrory
worked very hard with her when she arrived; they had a good working relationship. When Mr.
Romano asked for Mayor Golding’s impression of Mr. McGrory, she stated that she had a
positive impression of him when she entered office and that she enjoyed working with him
because he was intelligent and wanted to get things done.

Mr. Romano asked Mayor Golding why Mr. McGrory left office. Mayor Golding
guessed that he left because he had received a great offer. She stated that Mr. McGrory had told
her that he would stay until the end of her term, but then changed his mind. Mr. Romano then
inquired about how Mr. McGrory’s successor was chosen. Mayor Golding explained that the
City hired outside consultants to bring in a new City Manager. She noted that she was not
generally happy with the quality of candidates because most of them had no experience running
a major city. Mayor Golding did like one of the candidates, but only she and one other Council
member voted for him. Mr. Romano asked why the other Council members did not vote for him,
and Mayor Golding replied that they had different opinions about him and she could not
elaborate more because it was a discussion that took place in a closed session Council meeting.

Later in the interview, Mr. Romano asked Mayor Golding’s opinion of Mr.
Uberuaga. She stated that Mr. Uberuaga was a hard-working, honest, public servant. However,
he had trouble running the City because there was a big difference between his previous job,
being the manager of Huntington Beach, and managing San Diego. Mayor Golding noted that
Mr. Uberuaga was not her first choice for City Manager.

MP-1

Mr. Romano asked Mayor Golding whether she had conversations with Mr.
McGrory about MP-1 prior to its enactment. Mayor Golding responded that she did not recall
any conversations with Mr. McGrory about MP-1. She generally docketed the City Manager’s
recommendations, and she would have just docketed his recommendation to approve MP-1. Mr.
Romano asked whether she recalled any conversations with Mr. McGrory about MP-1 after it
had been enacted, and she stated that she did not.



Mr. Romano then explained MP-1 to Mayor Golding, but Mayor Golding stated
that MP-1 did not sound familiar to her. Mr. Romano questioned whether the City Manager
would sit down with Mayor Golding and explain matters that were complicated and important to
her. Mayor Golding stated that because she voted on so many matters, she would have spent a
lot of time on a matter that she proposed, but if the matter was administrative and not
controversial at the time she would have only been briefed. Mr. Romano asked if there were
restrictions on the types of questions Mayor Golding could have asked the City Manager about
his recommended actions, and she stated that there were none. Mr. Romano asked whether
Mayor Golding recalled a controversy surrounding MP-1, and she stated that she did not. She
also noted that MP-1 was administrative in nature.

Mr. Romano next asked whether Mayor Golding recalled questioning Mr.
McGrory about MP-1. Mayor Golding responded that she did. However, she also stated that her
experience was that both the City and County retirement boards were conservative. Mayor
Golding also noted that she felt okay about approving MP-1 because the City Attorney signed off
on it, the CERS Board approved it, and the Council asked quite a few questions about it. In
addition, Mayor Golding stated that when she asked for Mr. McGrory’s assurance that MP-1 in
no way jeopardized the pension fund, he answered that it would not because MP-1 contained a
“failsafe.”

Mr. Romano then showed Mayor Golding a June 28, 1996 memorandum from
Mr. McGrory to Mayor Golding and the Council (Exhibit 3) and inquired whether Mayor
Golding had asked Mr. McGrory why the City would be implementing MP-1. Mayor Golding
responded that MP-1 did not derive from her and the Council. She stated that when MP-1 came
through to the Council via the City Manager, she and the Council members previously had not
seen it. Mayor Golding explained that MP-1 related to Meet and Confer and was administrative,
which was under the purview of the City Manager. Mr. Romano asked whether she and the
Council could talk with Mr. McGrory’s staff about MP-1. Mayor Golding responded that in
general, Mr. McGrory was open about letting his staff talk to the her and the Council. She also
stated that she would have been surprised if a member of her staff was not permitted to talk with
a department head under Mr. McGrory. She did not recall the ability of her staff to have such a
conversation as being a problem, although she would not necessarily have known if it was.
Mayor Golding did state that City Managers other than Mr. McGrory did forbid the Mayor’s
staff from talking with heads of departments.

Mr. Romano asked how MP-1 was presented to Mayor Golding and the Council.
Mayor Golding responded that MP-1 was presented as a safe plan that would help the City
financially. She also said that MP-1 already had been approved by the CERS Board prior to it
being presented to her and the Council. Mr. Romano asked if anyone on the CERS Board came
to her or a member of her staff to say that MP-1 was problematic. Mayor Golding responded in
the negative and said that she would have remembered such a conversation. Mr. Romano then
asked whether Mayor Golding recalled any discussions about MP-1. She responded that she
remembered discussing in closed session and subsequently in open session that MP-1 was a
complicated plan but it had a failsafe. Mr. Romano then asked whether Mayor Golding
remembered if MP-1 was tied to benefits. She replied that she had almost no memory of MP-1
at all. She did not recall benefits being talked about in connection with MP-1, but noted that it
could have been. She stated that benefits were discussed as part of Meet and Confer.



Mr. Romano showed Mayor Golding a June 21, 1996 memorandum from Mr.
McGrory to the CERS Board that had been attached to Mr. McGrory’s June 28, 1996
memorandum to Mayor Golding and the Council (Exhibit 4) and asked whether she read all of it.
Mayor Golding responded that either she or her staff would have read it. Mr. Romano asked
whether anyone on her staff was a pension expert, and she said that no one was. Mayor Golding
then said that “to be blunt,” you could not pay people to serve on her staff because of the state of
the City government at that time. She also noted that the professional expertise was housed
under the City Manager and she and her staff were criticized if they went above that expertise.
Nevertheless, Mayor Golding added that, in general, everyone on her staff was supposed to talk
to Mr. McGrory’s staff. She also had hoped that the people she had nominated to the CERS
Board would call Mr. McGrory’s staff if they did not understand an action he was taking and
would keep her in the loop. Mr. Romano asked whether the CERS Board members she
appointed kept her informed, and she stated that they did sometimes call her staff.

Mr. Romano next asked whether Mayor Golding gave anyone on her staff the task
of following MP-1, and she stated that she did not. He asked if anyone was supposed to follow
retirement issues in general; she also did not recall anyone getting assigned to keep track of those
issues. Mayor Golding said that if someone was assigned to the retirement issues, it would have
been her Chief of Staff who did the assigning. Mr. Romano asked who her Chief of Staff was at
the time of MP-1, and she responded that it was probably Ben Haddad in 1996 and Richard
Ledford before him. Mr. Romano noted that it sounded as if Mayor Golding and her staff were
somewhat at the mercy of the City Manager, and she agreed. She stated that she needed to ask
the City Manager to get information and she needed to know to ask for that information. Mayor
Golding stated that MP-1 would not have been passed without questions. Mr. Romano asked
why San Diego had a City Manager. Mayor Golding responded that the City wanted
professional management.

Later in the interview, Mr. Romano asked Mayor Golding whether the Council
understood MP-1, and Mayor Golding stated that she did not know. Mr. Romano pointed out
that Mr. McGrory stated in his interview with the Audit Committee that MP-1 involved a lot of
public debate over a period of years. Mayor Golding responded that she was sure that MP-1 took
time to get approved, but that those debates were not a part of hers or the Council’s involvement
with MP-1. She explained that they would not have been aware of MP-1 unless the CERS
Board, the City Manager, or someone else brought it to their attention. When MP-1 was brought
to her and the Council’s attention, it was presented as being better for the City which interested
her, and she is sure that it captured the interest of the Council as well.

At another point in the interview, Mr. Romano showed Mayor Golding an
October 10, 1996 memorandum from Mr. McGrory to her and the Council forwarding CERS
fiduciary council Dwight Hamilton’s September 19, 1996 letter to Lawrence Grissom
(Exhibit 5). Mr. Romano noted the handwritten note on Mr. McGrory’s memorandum that stated
“to Mayor and Council only, not full distribution” (emphasis in original), and asked whether
Mayor Golding recognized the writing. Mayor Golding stated that she did not know whose
handwriting that was. Mr. Romano then showed Mayor Golding Mr. Hamilton’s letter and asked
whether she knew why his opinion had been requested. She stated that she did not know why
Mr. Hamilton wrote that letter and noted that the letter did not look familiar to her. Nevertheless,
just because she did not recall seeing the letter did not mean that she never received it. Mr.



Romano asked what happens to mail that is directed to Mayor Golding from the City Manager.
Mayor Golding responded that normally such correspondence goes to her staff first, unless Mr.
McGrory walked it down to her or put a note on it that it should go directly to her. Mr. Romano
asked what the handwritten note on Mr. McGrory’s memorandum meant. Mayor Golding stated
that it could have meant that the memorandum was only supposed to be delivered to her and the
Council members, but not to their staff.

Mr. Romano referred Mayor Golding to page five of Mr. Hamilton’s letter in
which he addressed the question of the CERS Board’s possible conflict of interest in approving
MP-1. Mr. Romano also noted that Mr. Hamilton’s opinion stated that the Board members did
not have a conflict of interest when they voted for MP-1, and asked Mayor Golding if she
recalled the fiduciary counsel’s opinion being an issue. Mayor Golding responded that although
she recalled some discussions about MP-1, she did not necessarily recall Mr. McGrory’s
memorandum attaching Mr. Hamilton’s letter. Mr. Romano then asked if Mr. Hamilon’s letter
was repeating an issue that had been the subject of a public CERS hearing. Mayor Golding
responded that she only recalled that some Board members and the City Manager periodically
raised questions about the membership of the retirement board. She explained that there was a
lack of ease with some members who were particularly aggressive about protecting the employee
benefits. Therefore, when she made appointments to the Board, she tried to choose people who
were independent. She noted that the labor presidents had a lot of influence over the Board.

Mr. Romano then asked what Mayor Golding’s impression was of Ron Saathoff.
She stated that Mr. Saathoff was very knowledgeable, a very strong advocate and a very
influential person. Mr. Romano asked whether Mayor Golding ever tried to change the
composition of the CERS Board. Mayor Golding responded that there was no way she could
change the composition of the Board for political reasons. There had been more than one
discussion about whether labor union presidents could sit on the Board, and Mayor Golding
noted that she was uncomfortable with such an arrangement. Mr. Romano then stated that Mr.
McGrory had said to the Audit Committee that he recalled times when he had been in a Meet and
Confer and Mr. Saathoff would say that Mr. McGrory should go to the CERS Board meeting if
he wanted to discuss retirement benefits. Mayor Golding responded that she was uncomfortable
with the amount of influence labor unions had over the CERS Board and that this produced a
feeling of a lack of independence. Mr. Romano asked whether she would have had a preference
for an all independent CERS Board. Mayor Golding stated that she would, but it was not
politically viable to create one. She also added that she personally liked Mr. Saathoff.

Mr. Romano commented that Mr. Saathoff was receiving benefits based on both
his union and City salaries. Mayor Golding stated that she disagreed that Mr. Saathoff should
collect his benefit based on his City and union salaries. She said that there was a lawsuit
involving Mr. Saathoff and the City, but the City lost. She was unclear whether that lawsuit
involved Mr. Saathoff’s benefits being a combination of his City and union salaries. Mr.
Romano asked how the City Council felt about union presidents having positions on the Board.
Mayor Golding responded that she could not recall the specifics, but a minority of the Council
members felt that the union presidents on the Board were overreaching and inappropriate.
Mayor Golding added that the manner in which Mr. Saathoff was getting paid was inappropriate.

Later in her interview, when she was discussing her thoughts on remediation.
Mayor Golding stated that she did not think MP-1 underfunded the pension system when she was
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the Mayor. She noted that at that time the funded ratio of the system was over 90 percent and
therefore the underfunding had not been brought to her attention as being a problem. Mr.
Romano then stated that the Audit Committee had been told that MP-1 assumed that there would
be no more increased benefits without the adjustment of MP-1. Mayor Golding responded that
when she ran for Mayor, she did not have the support of the unions because she believed in the
competitive bid. She also stated that after she was elected she did not hesitate to cut salaries.
Consequently, Mayor Golding never felt that the City had to give benefits they could not afford.
She noted that she fought the agency-shop form of government because it resulted in giving up
the ability to control costs. Mr. Romano then asked Mayor Golding’s impressions of the unions.
She responded that there are good people in the unions, but that it is the job of the labor union
leaders to get the most money for their people.

Post-Retirement Health Care

Mr. Romano asked whether Mayor Golding recalled changes in the retiree
healthcare insurance. She responded that she recalled a change limiting the health insurance to
an HMO. Mr. Romano then asked whether she remembered how the retiree healthcare insurance
got moved to CERS, and she said that she did not. Mr. Romano then explained how the retiree
healthcare was going to be paid out of CERS’s excess earnings as opposed to paying it out of
other funds on an actuarial basis. Mayor Golding stated that she recalled hearing about that
change but not whether it had been discussed with her.

City Attorney’s Office

Mr. Romano asked Mayor Golding who the City Attorney was when she served
as Mayor. Mayor Golding said that Casey Gwinn probably was elected as the City Attorney in
1996, and before him John Witt held that position. Mr. Romano asked whether she supported
either Mr. Witt or Mr. Gwinn in their elections to City Attorney. Mayor Golding did not recall
supporting either of them, but said that she knew Mr. Witt when she was a Council member.

Mr. Romano asked whether Mayor Golding and her staff interacted with the City
Attorney’s Office. Mayor Golding responded that she and her staff dealt with the City
Attorney’s staff and Assistant City Attorneys. She also added that Leslie Girard briefed her a lot
on the issues, and before that Mr. Witt would brief her. Most of the time, Mayor Golding dealt
with Mr. Girard. Mr. Romano asked if Mayor Golding would rely on the City Attorney’s
opinions. She responded that it was not unusual for her to rely on the City Attorney’s
recommendations because the City Attorney was elected by the citizens. However, if she knew
enough to question the City Attorney’s opinion, outside counsel could be hired, but that would
be expensive.

Mr. Romano asked Mayor Golding to explain the difference between Mr. Witt’s
and Mr. Gwinn’s administrations. She stated that a lot of the same people from Mr. Witt’s
administration worked under Mr. Gwinn. Mr. Witt and Mr. Gwinn were very different people.
Mr. Witt had been municipal lawyer for years while Mr. Gwinn had been prosecutor for years
and had a passion for domestic violence work. Mr. Romano asked whether Mayor Golding’s
office consulted with Mr. Gwinn on domestic violence, and she stated that she did not think that
her staff did consult with Mr. Gwinn a lot on that issue.
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Ballpark Financing

Mr. Romano asked whether a big item on Mayor Golding’s agenda was the
Padres’ new ballpark (the “Ballpark™). She responded yes, but said that it was not by choice that
the Ballpark became a big issue of hers. Mayor Golding explained that the Padres said they
would have to leave the City if they did not get a new ballpark, and that was a big public issue.
The Padres’ old ballpark was one of the oldest stadiums in the country. When John Morse
bought the Padres, he thought that the City would build a new stadium for the Padres, but he
never bothered to ask.

Mr. Romano noted that Mayor Golding’s second term ended in 2000 and asked
how the Ballpark issue evolved. Mayor Golding responded that the Padres’ need for a new
ballpark was not in her State of the City address. She explained that the Padres were great at
public relations, and there was a lot of pressure on her and the Council to make sure the Padres
did not leave the City. She met with Mr. Morse and gave him an estimate of five years to
complete the building of the new stadium. Mr. Morse was angry because he thought the
Ballpark would be completed sooner and would cost less than she had projected. Mayor Golding
said that she thought that because the Ballpark was a new public facility that would cost a lot of
money to build it had to be voted on by the citizens.

Mr. Romano asked how the Ballpark would be financed. Mayor Golding
responded that it was supposed to be paid for out of the City’s General Fund, and the Padres
were responsible for any cost above what the General Fund would cover. She also noted that the
Padres fought against the idea of creating a special tax to pay for the Ballpark. Mayor Golding
explained that in order for the Ballpark to be approved, there needed to be a two-thirds vote of
the citizens which would have been unlikely if a special tax was required. Thus, the issue
became whether the City could afford to pay for the Ballpark out of the General Fund. She
stated that when the voters approved the Ballpark project they did not vote on where the funds
would come from. Mr. Romano asked whether the City had the money in the General Fund to
build the Ballpark, and Mayor Golding stated that the City did. She explained that there had
been a public discussion on how the Ballpark would be funded. The voters approved the
Ballpark by a substantial percent (about 60 percent) even though the City had not run a campaign
to get this accomplished. Mr. Romano asked who ran the negotiations on behalf of the City.
Mayor Golding explained that since the Padres were not getting anywhere with the City
Manager, the Council, not at her request, made a motion that the Charter be changed so that she
would head the negotiations.

Mayor Golding stated that Mayor Dick Murphy floated the bonds for the
Ballpark. Mr. Romano then asked Mayor Golding to confirm that indeed some of the money for
the Ballpark would come from bonds, and she did. Mayor Golding explained that she would
have worked on the Ballpark bonds, but there was a controversy regarding Councilwoman
Valerie Stallings’ involvement with the Ballpark bonds. Mr. Romano asked whether some of the
City money to pay for the Ballpark did not come from the General Fund, and Mayor Golding
stated that was correct. She said that some of the funds came from the CCDC (the Centre City
Development Corporation). Mayor Golding explained that the CCDC was involved because
having a vital downtown area was very important to City finances as the revenue produced there
would be used to help the rest of the City.
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Corbett

Mr. Romano asked whether Mayor Golding knew anything about the Corbett
lawsuit that had been brought against the City. Mayor Golding said that she recognized the
name Corbett and that the City essentially lost that case. She added that she had been surprised
and frustrated that the case did not come down in the City’s favor because she understood from
the City Attorney’s Office that the City had a financially and legally sound case.

Mr. Romano then showed Mayor Golding a slide presentation on the Corbett case
(Exhibit 6). Mayor Golding stated that she recalled that Corbett cost the City and affected
numerous municipalities. Mr. Romano asked whether she remembered that the Corbett
settlement required that the pension remain 90 percent funded. She did not recall, but said that
did not mean that provision was not included in the settlement.

Mr. Romano then showed Mayor Golding an April 13, 2000 memorandum from
Bruce Herring to Mayor Golding and the Council (Exhibit 7) and noted that the memorandum
appeared to suggest that the funded ratio had to be calculated in a certain way to make the
pension 90 percent funded. Mayor Golding stated her belief that prior to the Corbett case the
pension was over 100 percent funded. In fact, she recalled that the entire time when she was
Mayor the pension was well funded. She also remembered being told at one point that the
funded ratio was over 105 percent and that the City was not allowed to have it be over 100
percent. Mayor Golding added that no one ever told her that there was a problem with the
funded ratio. Mr. Romano asked why she was sent Rick Roeder’s (CERS actions) valuation, and
Mayor Golding stated that she did not know and noted that she got thousands of pages of paper.
Mayor Golding did state her knowledge that the Corbett settlement brought down the funded
ratio.

Remediation

At the end of the interview, Mr. Romano asked Mayor Golding her thoughts on
remediation. She stated that the City should not spend money that it does not have. Mayor
Golding said that the City should get the pension funded ratio back to where it had been, have a
payment plan, and be honorable about it. She added that the City will never be flush because of
taxes, and noted that the City is treated very unfairly by the State in its use of property taxes as a
result of a political legislative decision after Proposition 13. Mayor Golding stated that San
Diego cannot be compared to New York City when thinking about remediation.

W.F.G.

3269848
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The City of San Diego

DATE ISSUED: June 19, 1996 REPORT NO. 96-131
ATTENTION: Honorable Mayor and City Council, Docket of June 24, 1996
SUBJECT: Reduced Water and Sewer Capacity Charges

REFERENCE: City Manager’s Report No. 96-97, issued Apnil 19, 1996

Y3 ‘09310 NYS
331430 SY¥IT L1117

EC:L Hd LINNr S
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SIUMMARY

Issne: Shall water and sewer capacity charges {developer fees) be reduced?

Mannger's Recommendations:
’ ’ 1. Direct the City Manager to a) reduce water capacity charees from $4,012 to $2,500; and b)

reduce sewer capacity charges from $6,998 to $2,500; and c) reduce water and sewer
capacity charges to $1,500 each (53,000 combined) per equivalent dwelling unit (EDU) for
commercial and industrial business enterprises meeting the revenue and job-generating
criteria contained in Council Policy 900-12, for affordable housing units (defined as units
planned to be occupied by and affordable to families eaming no more than 65% of median
area income adjusted for family size as certified by the San Diego Housing Commission),
and for new residential consuuction in City approved redevelopment areas; and d) make
these reductions retroactively effective as of April 22, 1996, with appropriate reimbursement
10 ratepayers who paid at the higher levels subsequent to that time.

2. Direct the City Manager to develop financing plans that incorporate these reduced capacity
charges with offsetting reductions in projected operating and capital budgets.

Other Recommendations:

In February 1996, Mayor Golding requestad that siaff evaluate the current level of capacity charges.
On April 22, 1996, the Comminee on Rules, Finance and Intergovernmental Relations supported
reducing water and sewer capacity charges provided service fees would not have to be increased. An
additional reduction would be provided for commercial and induswial business enterprisés meeting
the revenue and job-generating criteria contained in Council Policy 900-12 and for affordable

Q | housing projects. )
- ) #-287543
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J @ On May 29, 1996, the Committee on Land Use and Housing supported reducing water ar‘)dxsewer
capacity charges for affordable housing below the rates charged for residential housing, 3{“1
recommended including all residential housing in redevelopment areas at the same reduced capacity
charge as affordable housing.

Fiscal Impact:

Estimated revenue loss to the Water Fund is approximately $6.2 million per year; estimated
revenue Joss to the Sewer Fund is approximately $15.6 million per year.

BACKGROUND

Capacity charges are generally due at the time of permit issuance and represent advance
contributions of a new user's share of the anticipated cost to construct expanded water and sewer
facilities required to meet increased sysiem demand. Current City of San Diego capacity charges
per EDU are $4,012 for water and $6,998 for sewer.

In an effort to promote economic development, the City Council established a policy effective in
January 1995 to allow reductions of water and sewer capacity charges to $2,500 each (SS,.OOO
combined) per EDU and negotiated pavment schedules for commercial and industrial business
enterprises meeting the revenue and job-generating criteria contained in Council Policy 900-12.
In December 1996, $350 million of City Council approved sewer revenue bonds were sold with 2
’ published pro-forma revenue stream that incorporated the operative $6,998 per EDU charge. .
On April 22, 1996, the Committee on Rules, Finance and Intergovernmental Relations directed
the City Manager to develop financing plans that incorporated reductions in the water and sewer
capacity charges to $2,500 each and incentivized charges of $1,500 each for those qualifying for

Council Policy 900-12 criteria and for affordable housing, with offsets for lost revenue being
found in budget adjustments as opposed to compensating service charge increases.

DISCHSSION
Impact of Capacity Chorges on the Current Business Enyvironment

At a current combined rate of $11,010 per equivalent dwelling unis, capacity charges can represent
- a major up-front expenditure for businesses and developers or those making new construction
decisions and unable to qualify for relief under Council Policy 900-12. Since economic decisions
by the local construction industry are driven by many interrelated factors (perceived future demand,
available imerest rates, etc.), it is difficult to gauge the extent to which the levels of capacity charges
influence these decisions. However, the current levels are among the highest in the nauon (Table
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1 attached) and are inconsistent with the City of San Diego’s overall image as citizen and business
J o friendly. Itis therefore timely to lower capacity charges to the extent feasible and prudent.

Pursuant to City Council direction and as a means of mitigating the impact of Jarge, mandated
construction costs on ratepayers, a debt financing program was implemented in the sewer utility and
is contemplated for the water utility. Because the City’s water and sewer utilitics are self-supporting
enterprises which derive their income from the sale of capacity and the collection of monthly user
charges, revenue Josses associated with reductions in capacity charges will bave to be offset by
appropriate reductions in expenditures. To the extent that operating or capital expenditure reductions
or deferrals are considered, the impact of such measures on the City’s ability to meet existing legal

mandates and to continue satisfying public safety and health concerns must be carefully evaluated
prior to implementation.

With regard to the existing sewer revenue bonds, the City has covenanted in the Installment Purchase
Agreement to fix, prescribe and collect rates and charges for the Wastewater System which wall be
at Jeast sufficient during each fiscal year to provide Net System Revenues equal to 1.2 times the Debt
Service. Similar covenants are anticipated for fiture water revenue bonds. A higher ratio is

considered a positive indicator of financial health and management by credit rating agencies and
investors,

Minimizing thé cost and ratepayer impact of borrowing depends to a large extent on maximizing the
o “credit quality” of the bonds issued as perceived by rating agencizs and the market they serve.

Since they are based on the local construction ccbnomy, water and sewer capacity charges are
considered 10 be a volatile and vnreliable revenue source by the financial community. Reducing the
City’s reliance on them may enhance the marketability of the City"s bonds and result in a lower cost
of financing, as long as éccompanying actions to compensate for reduced capacity charge revenue

(such as appropriate reductions in operating costs) are adopted and closely monitored to assure their
ongoing viability.

The City has eamned a repwiation for credible fiscal estimates and sound financial planning,
consistently leading to positive credit ratings and lower debt servicz expenditures that benefit system
ratepayers. Key to rating agency evaluztions has been the willingnzss of the City to adhere to bond
covenants and the terms of the other bond documents. In parsicular, Moody’s Municipal Credit

Report (November 28, 1995) with regard to the City’s Decembzr $350 million sewer fund bond
issue, stated in part:

“Coverage levels are expected to decline from 5.09 in fiscal 1995 to 1.26 in 2000. The
sharpness of this decline and the city’s plans to rely largely on capital grants and connection
fess 10 meet its rate covenant during this period raise concesns about the adequacy of furure
coverage and that rate increases may need to be higher than planned. But these concems are
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offset by the conservative assumptions underlying the forecasts and the city’s demonstrated
J 0 willingness to raise rates as needed.”

Rating agencies will continue to carefully review City Council actions and reassess credit worthiness
as it relates to future bond issues.

Implementation Analysis

An analysis has been completed that identified prudent measures to compensate for decreases in
projected capacity charge revenues. The key changes in Water and Sewer Financing Plan
assumptions over the planning horizon (through fiscal 2003) 1o offset reduced capacity charge
revenues include lower future inflation (3% through fiscal 2000 and 4% thereafier instead of 5%
each year), lower future bond rate assumptions (6.5% instead of 7%) and projected budget
reductions. The economic changes were made in acknowledgment of recent trends and a newly
released Federal Reserve Bank of Philadelphia report (“The Livingston Survey”). Table 2 (attached)
depicts the estimated offsets through the FY 2003 planning horizon and provides additional detail
for FY 1997 budget reductions.

CONCLUSION

In concert with other City actions to create a business friendly environment and stimulate the

development af affordable housing, the reduction of water and sewer capacity charges may act to

encourage Jocal economic health. An appropriate reduction in cepecity charges is recommended 1o
o be implemented and incorporated in the revised Financing Plans.

I Choose to retain current capacity charges and related policies. This decision would rely on
other Council actions and the normal business cycle to stirmulate the local economy.

2. Consider the elimination of capacity charges in general, shifiing the entire burden of
development-related utility infrastructure funding to current system users. This is not
recommended because of its adverse impact on water and sewer user charges, safe operations
and/or timely system repair and maintenance.

Respectfully submitted,

ACK McGRORY
City Manager
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18-12-99 B?:59  CITY OF SAN DIEGD-FINANCING SVUCS » 34267 NO.976  PRRZ DR
B
CITY OF SAN DIEGO
| MEMORANDUM -
DATE: October 6, 1299
TO: Honorable Mayor and City Council
FROM: George Loveland, Deputy City Manager

SUBJECT: Water and Sewer Cost of Service Studies

Transmitted herewith for your information and review are copies of the Water and Sewer
Cost of Service Studies which were undertaken during late FY 1897 and FY 1968 as a part
of the rate analysisprocess.

The studies, which were performed by the consulting isam of Pinnacle One ang Chestar
Engineers, were utilized by stefi to insure that the -then-sxisting and proposed rate
structures for the water and sewer utilitiss were consistent with the requiremants of

Propasition 218, and to identify altemnative approaches which could be considered If the
. heed arose.

3 o Our conclusion, based on the studies and extensive intamal review, was and is that the
water and sewer rale structures adopted by the Council are both business-friendiy and

consistent with the requirements of Proposition 218. This baing the case, no changes are
nasded or recommsnded at this time.

Should you or your staff have questions with respect to the Studies, please let me know.

LOVELAND
City Manager

“y R
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' CITY OF SAN DIEGO .
SEWER COST-OF- SERVICE REPORT

L EXECUTIVE SUMMARY

Purpose of the Report.

“The purpose of this report is to determine the costs of providing wastewater collection, conveyance, -

and treatment services to the City of San Diego and the Participating Agencies outside the City and
to establish rates based on those costs. Operation, maintenance, and replacement (OM&R) costs,
debt service costs, and costs for planned capital improvements were allocated to the cost-causative
components of the wastewater system and were divided by the total plant loadings to determine unit
costs for flow, suspended sofids (SS), and chemical oxygen demand (COD). The contribution of each
user or user class was then multiplied by the unit cost for each parameter to establish & sewer rate in
proportion to the user’s demand on the system, The procedure used in preparing this repart meets -
with the requirements of the State Water Resources Contro] Board (SWRCB). Cost information
from this report will be used to prepare the Wastewater System Revenue Program that must be
submitted to the SWRCB for approval.

City’s Current Billing System and Changes to be Made.

The City’s current system bills sewer customers within the City based on their flow and Wﬁ
solids contributions to the systesm. However, the organic strength of the sewagt i3 not factored into
sewer bills for City customers. Participating Agencies in the Metropolitan sewer system are billed
on the basis of flow, suspended solids, and organi¢ strength The costs of providing wastewater
collection, conveyance, and treatment services to the City of San Diego and the Participating
Agencies in total based upon flow, suspended solids, and organic strength are determined so that all
of the entities pay their “fair and equitable” share for collection, treatment, and disposalireuse of the
total wastewater flow, including suspended solids content and organic strength loading.

Changes arc made 50 that costs are-allocated within the City to individual customer classes so that
the revenue generated by cach user class is in proportion to the customer’s demand on the systen.
Annual revenue requirements for the Metro wastewater system and the City’s Municipal (Mani)
‘wastewater system through 2003 were provided by the City for use in determining rates that would
be charged to users that reflect their contributions to flow, suspended solids and organic strength. -

The report includes the:

+ Executive Summary,
+ Introduction,

+

Summery of the SWRCB requirements for revenue programs including the procedures to be
used in developing a revenue program,

+ A description of the wastewater system that serves the City of San Diego z}nd the
Participating Agencies (see subsection JV.F for the definition of Participating Agencies) and
the organizational structure of the department that oversees the operation of the sewer
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system. Information is presented on current sewer system customers and classifications, the
capital improvement program for the system, and & summary of the service agreements
between the City and Participating Agencies,

+ OM&R and debt service costs are projected based on current operations and planned system
improvements, . .

+ Expenses are allocated to the cost-causative components, resulting in unit costs for the
treatment parameters of flow, SS, and COD. The unit costs are allocated to individual
custorners or customer classes based on the relative contribution of each customer to the -
system.

SWRCB.

The SWRCB developed Revenue Program Guidelines to assist local governments and public agencies
in preparing, implcmenting, and maintaining revenue programs that comply with Section 204(b)(1)
of the Federal Clean Water Act, Federal and State Regulations and Policies of the State Water
Resources Control Board (SWRCB). These Guidelines apply to all recipients of wastewater system
grants and loans from the U.S. Environmental Protection Agency (BPA) and the SWRCB.

The City of San Diego, as a previous recipient of EPA Construction Grant Program moneys, is -
required to comply with Appendix B of 40, Part 35, Subpart E of the Federal Regulations.
Adopting 2 user charge system based on strength-based billing is not only & condition for retention
of previonsly awarded grant firnds under the EPA program, but it Is 4 requirement for future fasding
under Celifornia’s State Revolving Fund for Construction of Wastewater Treatment Facilities,
MWWD is presently pursuing low/no interest loans under the state revolving fund program,

The Wastewater System.

The Wastewater System consists of the Municipal (Muni) System, which is a municipal sewage
collection system for the City’s residents, and the Metropolitan (Mctro) System, which s a regional
sewage collection, treatment and disposal system initiated in 1958 (and operational since 1963) to
serve the City and various other public agencies including cities situated within common drainage
arcas. The Metro System was designed to provide sufficient capacity to accommodate a regional
population of 2,600,000. The City, as owner and operator of the Metro System, is the holder of ic
Natiopal Pollutant Discharge Elimination System (NPDES) permit and is responsible for maintaining
the discharge requirements required under Federal law.

The Metropolitan Wastewater Department (MWWD) manages the Metro system and assumed
respopsibility for the Muni system on July 1, 1996. The wastewater system is operated with funds
derived primarily from sewer service charges. All system revemues are deposited in the Sewer
Revenue Fund, which is used to finance operation, maintenance, replecement, and capital
improvements in both the Metro and Muni systems. As an enterprise fund, the Sewer Revenue Fund
is held separate and apart from other funds of the City.

‘Wastewater generated t;y the Participating Agc'ncis (sco subsection IV.F for the definition of
Participating Agencics}) is metered as it eoters the Metro system and charges for treatment are based
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on flow, SS, and COD. Within the City, wasiswater flows from individual locations are ot measured
and metered water consamption is used to approximate each customer’s sowage flow.

The Metro system serves the City of San Diego and fourtesn Participating Agencies located outside
the City. Within the City, sewer customers are grouped into the following four major classifications:

Descrinti Total C C ions)

- Single family dwelling 198,979
Other domestic (multiple living units) 29,340
Commercial 19,146
Industrial 596

OME&R Costs and Allocation Methodology.

The wastewater system OM&R cost information was collected from City and MWWD financial
reports. This information was summarized and allocated to the cost centers. The three operating
cost centers are (1) Municipal System (“Muni™), Fund 41506, (2) Metro Projects (“Metro”), Fund
41508, and (3) Metropolitan Wastewater Plan (“Metro” or *Metro New Construction™), Fund 41509.
Within each fund are a number of departments. The total OM&R costs for each department were
determined so the costs could be allocated to the differeat treatment parameters.

Capacity Fees.

0 Capacity fees are imposed on developers of real property as a means of recovering all or part of the
! c cost of constructing plants or other facilities necessitated by growth. Capacity fees are not to be
confused with. connection fees, which are charges’ for time and materials necessary to connect

property to the system. Three levels of capacity fees are described and modeled in this report:

L No capacity fee. All costs and expenditures would be recovered via monthly service
charges and other charges such connection fees.

2. A full cost recovery fee. All cost of expension would be borne by new development.

3. A fee set in between the two. This is the current method adopted by the City of San
Diego. .

The City corrently imposes & capacity fee which only partially funds expansion of wastewater facilities
necessitated by new development. In most cases, the fee is $2,500 per EDU of capacity required.
Under certain circumstances, a reduced fee of $1,500 per EDU is charged.

A full cost recovery capacity fee would be computed by dividing the total cost of facility expansion
by the units of ncw capacity created. The expansion program that began in 1988 will increase
capacity from 219 million gallons per day to 277 million gallons per day in 2003; an increase of 58
million gallons per day. The cost of the cxpansion is $913.8 million in 1998 dollars. Expansion
capacity is designed oa the basis of 280 gallons per day per EDU. The fee is determined as follows:
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The cost per unit of capacity would be $913,841,000/58,000,000 = $15.76 per gallon per day.

The single family capacity fee in 1998 would be $4,412 ($15.76 * 280) and this is the EDU,
Other land uses would be related to the single family based on EDUs.

Capacity fees are collected on a pay-as-you-go basis whxch means that the funds needed for addmo
plant capacity are received over a period of years as development occurs. To construct capacity so
- it is available when needed, the City must borrow the necessary funds. Therefore, the capacity fee

should be increased each year for increased construction and financing costs.

Strength Based Bilfing Rates for Fiscal Year 1998.

Monthly sewer bills for différeat types of customers within the City based on 1997 and 1998 rates
under the City’s current system are compared to the strength-based billing (SBB) rates for 1998
determined in this report. The 1998 SBB rates include charges for flow, SS, and COD, but do not
include a base fee or a sewer cap based on winter water use. The SBB rate is a straight calculation
using the flow, SS, and COD contributed by each customer times the respective unit cost for each
parameter.

Table I-1 shows that SBB will increase sewer charges for commercial and industrial customers
comparcd to the current system in which bills are based only on flow and SS. The largest rate
increases will be experienced by customers that contribute significant amounts of COD to the system.
‘ In contrast, sewer bills for single family customers will generally decrease when the SBB system is
‘ instituted. Single family customers who use less than the average amount of water (14 HCF per
month) will pay less than their current sewer bills. For example, a single family customer using 10
* HCF per month would pey 44 percent less with SBB in 1998 than it would based on projected
existing 1998 rates. At the same time, single family customers who use more than the average
amount of water will get higher sewer bills with SBB.

Table I-2 shows the differences in SBB bills under the three different Capacity Fee alternatives. If
the Capacity Fee is reduced from the current fee to no fee, the rates are increased by approximately
3.4%, and if the Capacity Fee is increased under a full cost recovery methad, the rates decrease by
approximately 3.1%.
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19 INTRGDUCTION

A, Purpose of Report

This sewer cost-of-service report was prepared to determine the costs of providing wastewater
collection, conveyance, and treatment services to the City of San Diego and the Participating
Agencies outside the City. Operation, maintenance, and replacement (OM&R) costs, debt service

- costs, and costs for planned capital improvements were allocated to the cost-causative components
of the wastewater system and were divided by the total plant loadings to determine unit costs for
flow, suspended solids (SS), and chemical oxygen demand (COD). The contribution of each user or
user class was then multiplied by the unit cost for cach parameter to establish a sewer rate in
proportion to the user’s demand on the system. The procedure used in preparing this report meets
with the requirements of the State Water Resources Control Board (SWRCB). Cost information
from this report will be vsed to prepare the Wastewater System Revenue Program that must be
submitted to the SWRCB for approval.

B. Scope and Content

This report allocates costs between the individual Participating Agencies and the City of San Diego

so that all of the entities pay their “fair and equitable” share for collection, treatment, and

disposal/reuse of the total wastewater flow, including suspended solids content and organic loading.

: Costs ars further allocated within the City to individual customer classes so that the reveaue
ea generated by each user class is in proportion to the user’s demand on the system.

The report includes an Executive Summary, Introduction, and five other main sections. Section I1I
summarizes SWRCB requirements for revenue programs, including the procedures to be used in
developing a revenue program. Section 1V describes the wastewater system that serves the City of
San Diego and the Participating Agencies and the organizational structure of the department that
oversees the operation of the sewer system. The section also includes information on current sewer -
system customers and classifications, describes the capital improvement program for the system, and
summarizes the service agreements between the City and Participating Agencies. Section V preseats
OM&R and debt service cost projections based on current operations and planned system
improvements, while Section V1 allocates these expenses to the cost-causative components resulting
in unit costs for the various treatment parameters, In Section VI, the unit costs are allocated to
individual customers or customer classes based on the relative contribution of each customer to the
system. The Appendices and Exhibits referred to in Volume I of this Report can be found in Yolume
I :

C. Assumptions
The primary assumptions used in preparing this report are as follows:
1. Annval revenue requirements for the Metro and Muni systems are based on historical cost

information and cost projections developed by the Metropolitan Wastewater'l?epx%rtment MWWD)
and the City’s Financing Services Division. The City’s Financing Services Division includes an annual
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inflation rate for expenditures of three percent for Fiscal Years 1998 through 2000 and four percent
for Fiscal Years 2001 through 2003.

2. Wastewater flow and load projections for the Metro system are based on an October 7, 1996,
memorandum titied Wastewater Flow and Load Projections - 1997 Financial Plan, as prepared by the
MWWD Technical Services Division, ’

. 3. Baseline sampling data from June 1995 through December 1996 was used to determine the-

chemical oxygen demand (COD) and suspended solids (SS) loadings produced by the individual
Participating Agencies and the City as a whole. Flow weighted COD and SS concentrations were
used to calculate the total pounds coatributed by each catity.

4. COD was measured at sampling sites within the Metro system, The flow wcight.ed average CaD
concentration for the City was higher than the average concentration for the Participating Agencies.

5. Operation, mainieﬁance, replacement, and capital costs for the Metro system were allgcatod to
the three treatment parameters of flow, COD, and SS using the fanctional-design approach developed
for the MWWD by Montgomery-Watson in June 1996. The same functional-design approach was
used to allocate Muni system costs to flow, COD, and SS.

6. The Muni and Metro system capital improvement projects are financed by both debt and pay-as-
you-go funding. The amount of debt financing varies each year to accommodate cost needs and
financing constraints. The amount of debt outstanding at any one time on the sewer system is limited
to no more than 80 percent of the capitalized plant value.

7. Expansion-related capital improvement projects are partially funded by capacity fees.
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II. STATE WATER RESOURCES CONTROL BOARD REVENUE PROGRAM
GUIDELINES

. This section of the report presents the guidelines and requirements (“Guidelines”) set forth by the

State Water Resources Control Board (SWRCB) for sewer system revemue programs.

Al General Requirements

The Revenue Program Guidelines were developed to assist local governments and public agencies
(municipalities) in preparing, implementing, and maintaining revenue programs that comply with
Section 204(b)(1) of the Federal Clean Water Act, Federal and State Regulations and Policies of the

. State Water Resources Control Board (SWRCB). These guidefines apply to all recipients of

Wwastewater system grants and loans from the U.S. Environmental Protection Agescy (EPA) and the
SWRCB.

The City of San Dicg_o as a previous recipient of EPA Construction Graat Program moneys, is
required to comply with Appendix B of 40, Part 35, Subpart E of the Federal Regulations. Paragraph
(1) of Appendix B states:

The user charge system must result in the distribution of the cost of operation and
maintenance of treatment works within the grantee’s jurisdiction to each user (or user
class) in proportion to such user’s contribution to the total wastewater loading of the
treatment works. Factors such as strenpgth, volume, and delivery flow rate
charactenistics shall be considered and included as the basis for the user’s contribution
to ensire a proportional distribution of operation and maintenance costs to each user
(or user class).

Adopting 8 user charge system based an strength-based bilfing is not only a condition for retention
of previously awarded grant fisnds ander the EPA program, but it is a requirement for future finding
under Cafifornia’s State Revolving Pund for Construction of Wastewater Treatment Facilities,

A revenue program is & formally documented user charge system that is developed by the
mupicipality, A user charge system is designed to provide a revenue source for wastewater system
operation, maintenance, and replacement (OM&R) Costs that satisfies federal and state requirements.
Rates under auser charge system are set based on the pumber and type of identified users and their
respective contributions to the wastewater loading of the treatment works.

In contrast, a service charge system includes the user charge OM&R costs, plus additional charges,
if appropriate for the Jocal agency, to cover capital related payments such as debt service costs and
contributions to capital reserve accounts. A system of service charges is developed by estimating the
municipality’s anoual reverme requirements for the total wastewater system OM&R, including those
portions not grant or loan funded. Debt service, as well as revenue for capital reserve and operating
reserve funds, may also be collected by the system of charges based on actual use or, if approved, by
ad valorem taxes. The SWRCB recommends that funds for the cost of debt sarvice, capital
improvements, etc. also be collected in proportion to the costs of service rendered.
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B. Annual System Costs

Annual system costs for a wastewater system inchude OM&R costs and, in most cases, capital costs
such as pay-as-you-go capital costs, debt service, and contributions to capital reserve accounts.

Municipalities may also establish an operating reserve fund to ensure proper pperation of the
treatment works,

- OME&R expenditures include the costs for Iabor, power, chemicals, supplies, laboratory control and
monitoring, general administration, billing, and other miscellaneous expenses incurred during normal
system operation. This category also includes expenses for ordinary repairs that are needed to keep
the treatment works in proper operating condition, administrative costs such as overhead and
accounting which are directly related to the OM&R of the system, and replacement costs as defined
below. An estimate of future OM&R costs should be made by adjusting the most recent operating .
cost data to reflect projected operational modifications, wage increeses, or staffing changes.

Replacement costs a$ defined by the SWRCB include all expenditures required for a facility to
operate for its design life. This includes costs for items such as pumps, motors, electrical controls,
telemetry equipment, air scrubbing equipment, chiorination equipment, dechlorination equipment,
vehicles, radios, and other components which require petiodic replacement. However, replacement
costs do not include capital costs for major upgrades of individual process units, structural
rehabifitation of existing facilities, expenses for plant expanstons that are undertaken to meet future
user demands, or costs to upgrade the treatment process. Replacemnent costs may be based on a
” minimum five-year planning cycle, and the annual replacement cost to be included in the user charge
: must be recalculated each year, In fieu of the five-year replacement plan, the municipality may
deposit an amount in the replacement fund equal to'the sum of the straight line depreciation of the
replacement items based on their current costs, but excluding related structural facilities such as
buildings, pipes, etc, . )

Debt service is the annual sum of the principal and interest payments on proposed or outstanding
obligations that are secured by bonds or loan contracts. Although it is not required, municipalities
are encouraged to establish an operating reserve fund to ensure proper operation of the treatment
warks. This fund is intended to satisfy costs associated with unexpected price incresses, additional
chemical or power usage, and other such items, but does not include costs for replacement 'of
equipment. According to the SWRCB, wastewater agencies in California normally operate with
reserves of between 10 and 50 percent of ennual revenue requirements,

C. Identification of Users

After the annual costs of the wastewater system are determined, the users of the treatment works and
their associated wastewater flows and Joadings must be identified. Flows and loadings must be
documented for residential, commercial, institutional, and industrial user groups. Individual cost
allocations do not have to be made for various types of residential users, but dividing residential users
into single family, multiple family, or mobile home subgroups will allow more refined cost allocations
to be made. Commercial and industrial users may need to be divided into appropriate subgroups that
reflect the great variabifity in wastewater flow rates and strengths, Commercial or industrial users that
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discharge morc than 25,000 gallons per day (gpd) to the system must also have their costs allocated
individually. Similar to the commercial and industrial groups, costs must be allocated to individual
institutional users or user groups such as hospitals, correctional facifities, schools, and colleges. The
City of San Diego’s user groupings and cost allocations comply with these requirements.

Auny outside muhicipality that discharges to the treatment works must be listed as 2 separate user
group. Additionally, if septage (septic tank discharge) is received by the treatment works, this
category must also be listed as a user group with corresponding flows and loadings. The charges
esteblished for septage must be based on its contributing loadings. Generally, a 1,000 gallon dump
from residential septic tanks contains 5,400 milligrams per liter (mg/L), or 45 pounds, of five-day
biochemical oxygen demand (BOD), and 12,000 mg/L, or 100 pounds, of suspended solids (S5).
Other types of septage from commercial apd industrial sources must be sampled gt the discharger’s
expense to prevent unacceptable discharges and to allow a proper charge to be caloulated.

‘

D. Procedures for Allocating Annual Revenue Requirements and Determining Rates

Allocating annual costs to the system users is a threc-step process. The nitial step is to allocate the
cost among the trestment perameters in proportion to the percentags of cosix that the fiow; BODy,
SS, snd other vpmponents represent. The City of San Diego has requested in writing a variance to
use COD rather than BOD. A written response was received on November 6, 1997 granting the
variance, The second step is to divide the allocated costs by either total plant loadings or total design
“loadings to determine unit costs for each treatment parameter. The final step is to multiply each
° user’s contribution to the system by the unit costs for each parameter to establish a sewer rate in
e proportion to the user’s demand on the system,

OME&R costs for the treatment works must be recovered from system wsers through & user charge
N systern that is based either on actual use or through a pre-approved ad valorem tax system. User
charges must recover OM&R costs from users based on their proportionate contribution to the total
wastewater loading from all system users. However, the total OM&R budget may be offset by
income derived from the operation of the treatment works. This type of income can resukt from the
sale of used equipment, sewage sludge, digester gas, reclaimed wastewater, treatment plant residues,
i or power generated from plant by-products. Investment income from assets of the wastewater
enterprise is also considered operating income if the assets were originally funded with income
generated from wser charges.

If desired, a municipality may adopt reduced or less than proportionate share rates for low income
residential users. A low income user is defined as any user whose income level is below the poverty
rate established within the municipality’s service area. Ifused, the reduced service charge must be
based on an economic consideration only and may not be applied only to a subgroup under the
poverty level, such as senior citizens. If & municipality decides to adopt 2 jow income discount, 2
. number of rules apply. First, the discount rate selected will apply to all users who qualify for the
discount. Second, eligibility for the discount must be verified on an annual basis. Finally, all revenues
that are lost because of the discount must be recovered from other system users through increased
service charges. A notice that informs the public about the Jow income discount must also be
published in a newspaper of general circulation within the municipality’s service area. Under the
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Guidelines, any pre-existing agreements which levy OM&R cherges that are different than the
proportional use rates calculated by the revenue program will not be allowed to continue, and the
charges must be revised 1o reflect the approved rates. The user charge system shal take precedence
over any terms or conditions contained in-agreements or contracts that the municipality may be a
party to that are inconsistent with the requirements of the SWRCB Guidelines. If there are any pre-
existing contracts or agreements that are inconsistent with the Guidelines, the mugicipality noust notify
the SWRCB at the time the revenue program is submitted for review.

In the Guidelines, the SWRCB recommends that funds for the cost of debt service, capital
improvements, etc. be collected with the OM&R user charge in proportion to the cost of the service
rendered. A municipality may meet these reveaue requirements through service chatges, ad valorem
taxes, standby charges, or assessments, If debt service and capital improvement costs are collected
through service charges, and the municipality does not wish to recover these costs in proportion to
system use, then a public notice describing the impacts of the proposed rate structure is required. An

- opportunity for public comment prior to final adoption of the rate ordinance must be given. Notice
of the proposed rate shall be given by direct mailing to all organizations and individuals who bave
previously requested such notice, as well as to all system users who would be adversely affected by
the change in rates.

Allocation of OM&R costs based on flow only can be made if the system serves less than 10,000

people, has no industrial users, and does not receive septage. A flow only OM&R cost allocation can

also be used where the residential design flow for the treatment works exceeds 95 perceat of the total
% 0 design flow and there are no industrial or septage flows.

A municipality’s user charge system based on ad ‘valorem (A/V) taxes may be approved if the
municipality had a system of dedicated A/V taxes in existence on December 27, 1977 and has

. continued to use that system to collect revenues to pay OM&R costs for wastewater treatment works -
within its service area. The A/V user charge system must distribute OM&R costs for all treatment
works within the municipality’s service area to the residential and small non-residential user classes
including, at the municipality’s option, other users that are not required to have their costs allocated
individually. Each industsial and commercial user that discharges more than 25,000 gpd or more than
5 percent of the plant’s design flow must pay its share of OM&R costs for the treatment works based
on charges for actual use. Finally, a system of surcharges and rebates must be instituted to ensuce
that all users and user groups pay their proportionate share of the OM&R costs.

OM&R costs for all infiltration and inflow (/) that is not directly attributable to users must be
distributed among all users in the same manner that it distributes the costs for their actual use.
Alternatively, VI costs can be distributed under a system that uses one or any combination of the
following factors on a reasonable basis: flow volume of the users, fand area of the users, number of
hookups or discharges of the users, and property valuation of the users (f AJV taxes are used).

The Guidelines state that administrative costs for the wastewater system may be included in the
OME&R. cost allocation, or they may be separated and allocated on another cquitable basis such as the
number of sewer accounts.
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E. Other Considerations

The California Adminstrative Code prescribes & uniform system of accounts for wastewater disposal
systems. Municipalities that are not subject to the uniform system of accounts must establish
accounting systems for wastewater conveyance, treatment, and disposal that will provide essentially
the same level of detail as the wniform system. Wastewater activities shall be accounted for in an
enterprise fund which will consist of at least two revenve and three expense accounts. Revenue
accounts include a service charge revenue account and a capital revenue account. Funds from the
service charge revenue account can be used for any wastewater-related activity. However, funds
from the capital revenue account may only be used for facility expansion, upgrade, or major
rehabilitation. OM&R costs may not be funded from the capital revenue account. Expense accounts
include an operation and maintenance account, 2 replacement account, and a capital expenditures
account. The first two sccounts must be funded from the service charge revenue account. Either |
revenue account can be used to fund the capital expenditures account. The replacement account
should not iniclude money set aside for unexpected price increases, Funds for this purpose should be
accumulated in an opefating reserve fund. The City's system of accounts, while different from the
uniform system of accounts described by the California Administrative Code, provides essentially the
same level of detail as the upiform system.

1

Connection fees can be used to recover debt service costs which would have been recovered on an
annual basis if the user had been connected when the treatment works began operation. This fee may
not be used to recover excessive costs from future users of treatment works in order to reduce

e charges to current users. Connection fees may not be used to fund replacement costs (as defined by
O the SWREB).

If a municipality charges a flat rate for some users and a variable rate based on water consumption
for others, 2 minimum charge may be established for the variable rate users to collect the fixed costs
of providing service. This charge must not be more than the minimum charged to any user group
which is charged a flat rate. The same minimum charge must be applied to all user groups which have
a minimum charge, unless it can be shown that fixed costs vary significantly.

When treatment works serve more than one municipality, the user charge system outlined in fhc
revenue program must cover all wastewater treatment services provided, and each participating
municipality must adopt its own user charge system and rate ordinance or resolution. If the regional
municipality is authorized to bill all of the individual users of the system, only one revenue program
and rate ordinance is required. If the regional municipality bills a subscribing municipality, which in
turn bills the individual users, separatc revenue programs and rate ordinances are required for the

s regional municipality and each subscribing municipality. The regional municipality’s charges to 8
subscribing municipality must be based on actual usage and include the fixed cost of reserved
capacity, if capacity is reserved for specific subscribing municipafities.

In 1973, the SWRCB adopted guidelines for administering the “Fair and Equitable” clause containied
in Clean Water Grant contracts. The intent of this clause is to protect municipalities that are required
to join regional systems, as a result of State Board planning decisions, from undue financial burdens
or inequitable treatment by the regional agencies. The guidelines focus on two areas of concern: the
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costs assessed to participating agencies, and the appropriateness of conditions imposed by the
regional agency. In determining reasonable costs and charges to a participating agency, copsideration
should be given to the amount of flow, the strength of waste, and any special waste characteristics.
Costs for treatment, including both OM&R costs and capital costs, must be apportioned amang the
users in direct proportion to the actual or allocated use. Costs of conveyance may be assigned
directly to a participating agency in direct proportion fo use if it is geographically separate or has
other distinct and discrete characteristics. Otherwise, all conveyance costs shall be considered 2 basic

. part of the regjonal facilities, shall be combined with treatment costs, and will be apportioned in the
same manner as are treatment costs. Costs that exceed the actual costs incurred by the regional
agency and which, in effect, penalize participating agencies are improper and are not considered fair
and equitable,
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IV. METROPOLITAN WASTEWATER SYSTEM ORGANIZATION AND OPERATION
Al The Wastewater System
The Wastewater System that is the subject of this cost-of-service study consists of the Municipal

(Muai) System, which is 2 municipal sewage collection system for the City's residents, and the
Metropolitan (Metro) System, which is a regional sewage collection, trealment and disposal system

. initiated in 1958 (and operational since 1963) to secve the City and various other public agencies

including cities situated within common drainage areas. The Metro System was designed to provide

sufficient capacity to accommodate a regional population of 2,600,000. The City, as owner and

operator of the Metro System, is the holder of the National Pollutant Discharge Elimination System

(NPDES) permit and is responsible for meintaining the discharge requirements required under Federal

law. The Metro System, as presently designed, provides advanced primary treatment of sewage at .
its Point L.oma Wastewater Treatment Plant. -

The map included s Exhibit TV-1 shows the sewer service area boundaries of the wastewater system
which covers approximately 450 square miles, including most of the City.

1. Muni System Facilities. The Muni System is comprised of 2,528 miles of trunk and
collector mains, 82 sewer pump stations and 14 stormwater interceptor pump stations serving in
excess of 240,000 customer accounts. On average, these accounts generate 128 million gallons per
day (mgd) of wastewater which is conveyed by the Muni system to the Metro system for treatment
and disposal. The Wastewater System Capital Improvement Program (CIP) contemplates

expenditures of $360.1 miltion for Muni system facilities during the seven Fiscal Years cnding June
30, 2003, .

2. Metro System Facilities. The current Metro System infrastructure, with ihe exception of
the South Metro interceptor, is located within the jurisdictional boundaries of the City and is
concentrated along a kiduey shaped corridor running from Mission Bay to the north and along the
perimeter of the San Diego Bay to the south. The map included es Exhibit IV-1 shows the
geographic concentration of the Metro System's infrastructure and identifics the major interceptor
lines north and south which service the Participating Agencies,

The Metro System's infrastructure consists of one main wastewater treatment plant, an ocean outfzfll,
a shudge drying facility, two pump stations, and force mains and gravity flow interceptors. A brief
description of the current facilities and their primary functions is provided below.

a. Point Loma Wastewater Treatment Plant. The wastewater treatment process currently
employed at the Point Loma Plant consists of advanced primary treatment currcatly rated at 240 mgd
of average daily wastcwater flow and includes mecbanical screening, by which raw wastewater flows
into the Point Loma Plant through five 15 millimeter mesh mechanically self-cleaning traveling
screens, the addition of chemical coagulants to enhance settling to achieve at least 80 percent removal
of suspended solids, sedimentation, and sludge digestion. A digester gas utilization facility is also a
part of the Point Loma Plant. Dewatering and disposal and/or reuse of sludge are provided off site.
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Several capital improvement projects have been completed at the Point Loma Plant to rebabilitate,
modify, and expand various components, and additional capital improvements are planned, Ongoing
capital improvements include construction of two new sedimentation basins for 2 total of twelve
basins, completion of a new effluent channel to all of the sedimentation basins, repair and
modernization of two of the six digesters, construction of a new sludge pumping station, » new water
tank, two addifional digesters, automation of process control facilities, and restoration of the ocean
outfall intake structure. Projects under design inclode upgrade of the headworks, odor control and
. grit removal facilifies, modemization of two cxisting digesters, 8 new operations building, expansion_
- of the gas utilization facility, a central boiler facility, and expansion of the maintenance building.

b. Point Loma Plant Ocean Qutfall. The Point Loma Plant Ocean Outfall was constructed
in 1963 to provide a method for disposal of ali plant effluent, The original capacity of the 11,316~
foot long, 108-inch diameter outfall has been estimated at 390 mgd ‘under the original design_
configuration. The City commenced construction in 1992 of a 12,500-foot extension of the original
outfall. The Point Loma Plant Ocean Outfall Extension was compjeted in November 1993 resulting
in 2 4.5 mile long outfall discharging treated sewnge effluent at a depth of 320 feet of water. It is one

. of the longest, deepest ocean outfalls in the United States. The capacity of the ocean outfall in it
current configuration is estimated to be at least 432 mgd.

¢. Fiesta Isiand Sludge Drying Facilities; Metro Biosolids Center. A portion of Fiesta

Island, located in Mission Bay, is currently used by the City for mechanical dewatering and air drying

of sewage sludge. Since 1963, digested liquid studge at three percent salids has been pumped from

e the Point Loma Plant through an eight mile pipeline to Fiesta Island. At the facility, mechanical belt

e filter presses provide initial dewatering functions. Solar energy dries the sludge cake in open sand

drying beds. When the studge solids content reaches 50 percent, the dried sludge is transported off-

site for either beneficial use or Jandfill disposal. The California Coastal Commission has directed that

the City vacate its sludge drying facilities at Fiesta Island since the use of the island for sludge

processing has been determined to be incompatible with its intended recreational use and the

commission is imposing mitigation charges on the City until the facilities are vacated. The charges

were $2 million per year for 1993 and 1994. The comumission reduced the charge to $1.5 mullion per

year as a result of the progress that has been made constructing the replacement facilities described

below. These charges have been paid from Wastewater System Revenues {o the City’s Departmcx}t

of Parks and Recreation. The City plans to cease its sludge operations at the Fiesta Island facility in
February 1998,

The City will complete the construction of replacement facilities in 1997 of the Metro Biosqlids
Center on a site at Miramar Marine Corps Air Station, The overall capital budget for the replacement
facilities to be located at the Miramar site is expected to be approximately $238 milfion. ’

The Metro Biosolids Center will perform the following two primary functions. It will digest biosolids
generated at the North City Water Reclamation Plant, and it will mechanically dewater biosolids from
the North City Plant and the Point Loma Wastewater Treatment Plant. The Metro Biosolids Center
will replace dewatering operations currently located on Fiesta Istand which service the Point Loma
Plant. A for-profit enterprise is operating & cogeneration facility at the site. A sludge drying facifity
is also proposed to be located at the Metro Biosolids Center. The sludge drying facility may be
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undertaken by-a for-profit chtcrprise to produce agricultural fertifizer pellets. Other ben.eﬁcial use
options such as composting and direct land application are being considered along with landfill
disposal.

d. Pump Stations. The two Metro pump stations began operation in 1963. The pumping
facilities are reported to be in good condition, and el stiuctures, including wet wells, are expected
to last at least another 25 years. No major modifications or improvements are anticipated except for

- installation of additional new pumps and motors and the overhaul of existing pumps and motors as
needed.

e. Metro Interceptors. The Metro System interceptors consist of two major branches, the
South and North, which meet at Pump Station No. 2. Interceptor capacities are normally adequate
for current peak flow, but in the near future some interceptor sections may be subject to peak ﬂt?ws
that exceed design capacities. Under the Wastewater System Capital Improvement Program, it is
conternplated that expenditures of $35.7 milfion remain to be made for interceptors during the peripd
ending June 30, 2003, Construction projects are currently underway to address these future capacity
needs,

3. Additional Contractual Capacity Through the Escondido Wastewater Treatment Plant.

In addition to the Metro System facilities described above, in 1972 the City entered into a sewage

disposal agreement with the City of Escondido, whereby up to five mgd of sewage from the Rancho

Bermardo sewer service area of the City of San Diego may be treated at Escondido's Hale Avenue

o Treatment Plant. The term of the agreemeat is 50 years and may be extended for an unlimited

0 number of ten- year periods at the City's option. The Escondido Wastewater Treatment Plant is not
owned by the City of San Diego and is not part of the Metro System. -

B. General Operating Principles and Practices

The MWWD manages the Metro system and the Muni system. The wastewater system is operated
with funds derived primarily from sewer service charges. All system revenues are deposited in the
Sewer Revenue Fund, which is used to finance operation, maintenance, replacement, and capital
improvements in both the Metro and Muxi systems. As an enterprise fund, the Sewer Revenue Fund
is held separate and apart from other funds of the City.

‘Wastewater generated by the Participating Agencies is metered as it enters the Metro system and

. charges for treatment are based on the measured flow, SS, aod COD. Within the City, wastewater
flows from individual Jocations are not measured, and metered water consumption is used to
approximate each customer’s sewage flow.
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C. Customer Information and Classifications

The Metro system serves the City of San Diego and fourteen Participating Agenci;:s locattfd ou_tsidc
the City. ‘Within the City, sewer customers are grouped into the following four major classifications:

. * Total Customers
Beccrints c o
- Single family dwelling 11015 198,979
Other domestic {multiple living units) 211025 29,340
Commercial 31to35 19,146
Industrial 41 t0 45 596

Exhibit IV-2 provides descriptions for all of the rate codes currently used by the City for billing -
purposes., Customers with rate codes ending in “4" or “5" do pot refum any flow to the sewer
system. Rate codes ending with “4” designate customers that are served by septic tanks or other on-
lot sewage disposal systems. Rate codes ending with a “5" jdentify customer locations that have
separate irrigation meters. Rate codes 51 through 97 designate customers located outside the City,
fire sprinkler service, backflow meter locations, and temporary water meters for construction
projects. Customers with these rate codes also do not return any flow to the sewer system.

D. Curreat Sewer-Rate Structure

@ Q Participating Agencies Jocated outside the City are currently billed for sewage conveyance,
treatment, and disposal services . Customers within tha City of San Dicgp are billed based onboth
the volume and suspended solids (SS) content of the wastewster generated: However, no chargels’

currently made for the organic content of the wastewater.

Sewer bills for single family dwellings in the Muni service area are based on winter month water
usage and a SS concentration of 277 milligrams per liter (mg/L). Previous analyses have determined
that winter month water consumption (December through March) in single family dwellings
approximates the water used inside the dwelling unit on an average annual basis. Waste\a.later

) returned to the sewer system from single family residences is estimated to be 90 percent aof winter
month water use. Sewer bills for multiple living units ace calculated using actual metered water usage
and a 277 mg/L concentration for SS. The total calculated sewer bill is thea reduced by five percent
to reflect a 95 percent refurn to sewer for this user class. Water and sewer rates for the City of San
Diego, as of January I, 1997, are summarized in Exhibit IV-3. This rate schedule includes a six

, percent increase in sewer rates which became effective on October 1, 1996. An additional six percent
increase in sewer rates became effective on July 1, 1997.

Sewer bills for non-residential customers are calculated using & separate rate schedule. A Sewer
Classification Program was implemented in 1988 to determine the amount and strength of sewage
discharges from commercial and industrial customers within the City. Amount refers to the percent
of metered water that is discharged into the sewer system while strength refers to the 53 (suspended
solids) concentration of the wastewater, Similar customers were placed into categorics and were
assigned characteristic SS concentrations based on the type of business activity. The first ten 8§
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classes range from 0 to 1,000 mg/L, in 100 mg/L increments. An cleventh class also exists for
dischargers with SS concentrations in excess of 1,000 mg/L.

In addition to the classifications for SS, field inspections were conducted at various customer
locations to determine what type of establishment a water meter is serving and how the watet is used.
This included gathering data on irrigation usage, cooling tower evaporation, water used in the
product produced, and other similer information. This information was used in conjunction with the

. water consumption history of the customers to calculate the percent of total water use that is retusmned
to the sewer system. There are a total of 20 return-to-sewer components in the current rate schedule
for commercial and industrial accounts. The first 19 classes range from 5 to 99 percent return to
sewer, in four percent increments. The twentieth class is for customers whose return to sewer is
equal to the metered water use. ’

The current sewer rate schedule for commercial and industrial accounts is shown in Exhibit TV-4.
Sewer Quality Codes (SQC) were developed to express both the S8 concentration and percent return
10 sewer for non-residential customers. Classes A through K znd L through V refer to the SS classes
for commercial and industrial customers, respectively, while the 01 through 20 designation describes
the percent return to sewer. For example, 2 SQC of A02Z identifies a commercial customer that
returns between 90 and 94 percent of metered water use to the sewer at a SS concentration between
0 and 100 mg/L. A SQC of LO02 identifies an industrial customer with the same discharge
characteristics. Bills for customers with a S§ concentration in excess of 1,000 mg/L are computed
- based on 100 percent return to the sewer.

@ N

The Wastewater System Capital Improvement Program (CIP) consists of projects to upgrade both
the Metro and Muni systems. Metro CIP projects include the following:

Description of the Capital Improvement Program

Metro Biosolids Processing Projects

North City Water Reclamation Plant

Point Loma Plant Upgrade

Point Loma Outfall Upgrade

South Bay Water Reclamation Plant

South Bay Sewer Conveyance System

South Bay Ocean Outfall

North and South Metro Interceptor Sewer Upgrades
Other Metro System Projects

Muni System CIP projects generalty include replacement of deteriorated sewer lines, fchabﬂi“}ﬁo“
of existing sewage pumping stations, and construction of new interceptor lines and pump stshons.

The Westewater System CIP will be funded by a combination of system revenues and debt financing.
The projected source of funds for the capital improvement projects for Fiscal Years ending June 30,
1997, to June 30, 2003, include:
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+New Bond Issues

Grant Receipts

Contributions in Aid

Pay-As-You-Go Moneys

State Revolving Fund Loans' -
As part of this cost-of-service study, six estimates of CIP cost projections were reviewed to evaluate

- the reasonableness of the cost projections and the soundness of the estimating methodology. The,

projects were chosen randormly and incleded both Metro and Muni System projects. Overall, the total
estimated project costs appear to be conservative. The cost estimates were prepared by engineering
firms based on industry standards and are adequate for projecting future capital improvement costs.

¥. Agreements With Participating Agencies

The Metro system provides “wholesale” treatment services, including some sewage transport,
treatment and disposal operations, 1o other cities and districts. The following entities, referred to as
the “Original Participating Agencies” entered into sewage disposal agreements with the City of San
Diego 1n 1960;

City of Chula Vista
City of Coronado
City of Bl Cajon
s City of Imperial Beach
e City of La Mesa
- City of National City
Lemon Grove Sanitation District
Spring Valiey Sanitation District

Subsequent to that time, the City entered into sewage disposal agreements with the following eatities,
also known as the “Later Participating Agencies:

City of Del Mar
City of Poway

- Lakeside/Alpine Sanitation District
Otay Water District
Padre Dam Municipal Water District
‘Wintergardens Sewer Sanitation District

Sewage disposal agreements expire on August 21, 2003, for the Original Participating Agencies sfnd
on June 30, 2003, for the Later Participating Agencies and, in cach case, have a ten year exieasion
option to 2013.

YPresently, the City’s Financing Plon takes o conservative approach and does not anticipate revenie from
State Revolving Loan Fund. )
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Each parﬁcipat.h\ig agency pays its proportionate share of the OM&R expenses of the Metro System.
Under the agreements, the OM&R casts include all required repairs, reconstruction, and replacements
to the Metro System. As of October 29, 1996, the City and the Participating Agencies agreed on the
“Principles of Understanding” (see Exhibit IV-5). This-document was established as a basis for
agresment regarding the sharing of certain sewer costs.:

One important provision of the “Principles of Und erstanding” Principle 2, states that the Participating

* Agencies are responsible for paying their fair share based on their proportionate flow within the’
Metro System, for the entire Metro System including but not limited to the Point Loma and North
City facilities, up o their current contract capacity, which includes 234 mgd (now reestablished as
240 mgd), plus all facilities required by the Ocean Pollution Reduction Act of 1994 (OPRA).

Another provision, Principle 6, establishes the Metro System share of the costs for four specific -
capital improvement projects. The percentages to be paid by the Participating Agencies for these four
projects are: - -

29% of Pump Station No. 2, Pumps 7-8
55% of the North Metro Interceptor

66% of Sedimentation Basins Nos. 9 and 10
24% of Sedimentation Bagins Nos. 11 and 12

However, certain Later Participating Agencies (the City of Poway, the Lakeside/Alpine Sanitation
a e District, the Padre Dam Municipal Water District, and the Wintergardens Sewer Maintenance
District) will continue to pay the costs of both sedimentation basin projects based on 100 perceat.

Another important provision of the “Principles of Understanding” is found in Principle No. 10, which
states that the Metro System, including the Participating Agencies, shall not pay for City of San Diego
sight-of-way charges.’ The current Fiscal Year 1997 budget and future budget projections through
Fiscal Year 2003 do not allocate right-of-way charges to any of the Participating Agencies.

Through Fiscal Year 1997, OM&R costs were recovered from the Participating Agencies on a flow-
only basis without consideration of strength of discharge. The Participating Agencies were billed
quarterly by MWWD on the basis of budgeted cost estimates and sewage flow estimates. In the
following fiscal year, when actual costs and actual fiow data were known, billing adjustments were
made to correct for any under or over charges in the previous year. Starting in Fiscal Year 1998,
strength based billing was implemented based on budgeted cost estimates and cash flow analyses and
on estimated flow, SS, and COD. The same process of adjusting to actuals will take place for Fiscal
Year 1998, This will include actual costs, flow, strength and oxygen demand based on cumulative
sampling for strength and COD.

The Participating Agencies are responsible for the “retail” sewage collection operations withia their
respective jurisdictions. The collection systems and many of the transport trunk lines are owned by

the individual Participating Agencies. There are also transporiation agrecments between agencies as
flows enter and Jeave other agencies® boundaries.
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VI. ALLOCATION OF EXPENSES TO CUSTOMER CLASSES

For purposes of this discussion, the customer classes are Participating Ageacies, the City of San
Diego, and Trucked Wastes.

Al Review of Flow and Load Allocation Information

The MWWD Technical Services Division provides City Financing Services personnel with periodic

- updates on Metro System wastewater flows and loadings. A memorandum dated October 7, 1996
discussed wastewater flow and load projections for the 1997 Financial Plan. That memo is included
as Exhibit VII-1. The flow, COD, and SS projections in the memorandum were developed based on
historic loadings at the Point Loma Plant and estimated rates of population growth for the City of San
Diego and the Participating Agencies. The figures preseated in the October 1996 memo were used
in this cost-of-service study as the total projected loadings on the Metro System. The average
percentage of flow contributed by the City and each of the Participating Agencies from 1994 to 1996
was applied to the projected total Metro System flow for 1997 through 2003 to estimate the flow
contribution of each.

Chemical oxygen demand (COD) was used by the MWWD for sampling rather than biochemical
oxygen demand (BOD). COD testing was selected over BOD testing because of overall ease of
sampling, less potential for procedirral error, more timely results, and significantly lower leboratory
costs. The Participating Agencies agreed to COD sampling.

COD and SS concentrations were measured at various sampling points within the City and at
Participating Agency connection points for the purpose of establishing a strength based billing systcm.
Exhibit VII-2 shows the baseline data measured between June 1995 and December 1996, along with
the sampling points at which the measurements were made. Flow-weighted average COD and 88

. concentrations were calculated for the City and each Participating Agency. Organic and solids
loadings on the system were then estimated using the flow projections in conjunction with the average
concentrations. Organic and solid loadings of the system are tested daily. Cumulative data wes
analyzed and estimates for system flow, SS, and COD were provided for Fiscal Year 1998 Strength
Based Billing. )

For the implementation of Fiscal Year 1998 strength based billing, solid and organic loadings were
estimated based on at least six individual samples for each agency, including the City of San Diego.
System flow, suspended solids, and COD were also estimated based on plant data collections. Exhibit
VII-2 (Table 1) (without system loadings) shaws the Flow, S8, and COD sampling average for each
agency, for the City of San Diego, and for the system as 2 whole.

In addition to the flow, solids, and organic Joadings contributed by the Participating Agencies, the
City of San Diego, and the City of Tijuana via the emergency connection, the Metro System
processes trucked wastes. In 1996, over 34 million gallons of trucked domestic and industrial wastes
were received from permitted haulers. An additional 1.40 million gallons of domestic only waste was
received from permitted haulers by the El Cajon Department of Public Works. Three haulers were
also permitted to discharge 1.60 million gallons of greasc trap water afier separation of grease solids
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and oil. A domestic trucked waste characterization study conducted in Japuary 1996 measured
average COD and SS concentrations of 19,226 mg/L and 13,780 mg/L, respectively, for more than
60 samples of portable toilet, septic tank, and holding tank wastes. Likewise, return flows from the
Fiesta Island sludge dewatering facility add to system loadings. The average decant from Fiesta
Ysland in 1996 was 1.679 mgd and contained 597 mg/L of COD and 1,231 mg/L of SS. Information
. on trucked waste and Fiests Island loadings is contained in Appendix VII-1 and, respectively, Exhibit
v VII-3. :

* Return flows from Fiesta Island are shared by all system users based on the proportion of flow, COD,’
and SS that each contributes. Infiltration and inflow (UT) to the Metro System is component that
should be shared proportionately by all users. Wastewater flows from areas outside the City are
metered as they enter the Metro System. As a result, the Participating Agencies pay for all of the 1
that occurs in their individual systems. However, adequate data is not currently available to allocate
Metro VA to all system users. MWWD is planning to conduct additional flow monitoring so that UT’

~ can be allocated between the City and the Participating Agencies.

B. Distribution of System Loadings to City and Participating Agencies

Tables VII-1, VII-2Z and VII-3 presemt projected annual flow, COD, and SS contributions,
respectively, for the Metro System. As discussed abave, return flows from Fiesta Isiand have been
aliocated to all the system users based on the proportion of flow, COD, and SS that each contributes.

Tncluding its share of Fiesta Island loadings, the City contributes an estimated 70.19 percent of the

@ @ flow, 73.74 perceat of the COD, and 74.89 percent of the SS to the Metro System. The Participating
Agencies contribute approximately 29.75 percent of the flow, 24.74 percent of the COD, and 22.49
percent of the SS. System flow was estimated to be 68,225 million gallons, which inchided 638.74-
million gallons of return flow. COD was estimated to be 41 1,125 thousand pounds, including 3,051
thousand pounds regional return. Trucked wastes only account for 0.06 percent of the flow but
contribute an estimated 1.52 percent of the COD and 2.62 percent of the SS.

C. Distribution of System Loadings to Customer Classes Within The City

Metered water use and sewer billing records were analyzed to estimate system joadings from sewer
customers within the City. Annual water usage in hundred cubic feet (HCF) was provided by the
Water Utilities Department for the single family and other domestic customer classes. Similar
information was also provided for individual commercial, industrial, and other sewer accounts that
have been assigned a sewer quality code (SQC). The SQC designates the 8S contributed by a
customer and the percentage of the metered water that is returned to the sewer system.

Table VII-4 lists historic water usage for single family and other domestic accounts. These two
customer classes used 53,572,742 HCF during the 12 month period ending March 31, 1997.
However, the estimated return to the sewer is less than the metered water use and, therefore, sewer
bills for single family dwellings are based on 90% of the winter months water use (December through
March). The average winter months water use for single family dwellings translates to a 67.78
percent return to sewer relative to the total metered HCF for the entire year. Literature on this
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subject indicates that betwesn 60 and 80 percent of the water consumed typically becomes
wastewater, with the lower percentages applicable to semi-arid regions of the Southwestern United
States. The calculated return to sewer for single family dwellings (67.78%) is within the typical range
(60% to 80%). Sewer bills for multiple living units are calculated using actuel metered water usage,
but receive 2 5.0 percent reduction to reflect an estimated 95 perceat retusn to sewer for this user
class. ’

*

The City’s share of Metro System loadings was allocated to City sewer customers by adjusting total
metered water use to reflect the percent return to sewer and calculating SS and COD loadings based
on assigned concentrations for each rate code or sewer quality code. SS concentrations of 277 mg/L
were used to determine loadings for single family and other domestic customers. All sewer customers
with Sewer Quality Codes have been assigned representative SS concentrations by the Water Utilities
Department Sewer Classification Program based on the Standard Industrial Classification (SIC) of
the sewer customer. The SIC Guidelines Jist used by the Sewer Classification Program is included &5
Exhibit VII-6.

Commercial and industrial accounts were sorted by SIC code and SQC and were assigned the S§
concentrations listed in Exhibit VII-4. However, some of the original classification assignmests have
been changed through an appeal process which allows reassignment to another SQC if sampling data
shows that the actual SS is not consistent with the assigned SQC. Where the SS for the SIC code
did not agree with the SS for the SQC, the mid-point value for the SQC was assigned to the account.

COD values were assigned to City sewer customers based on typical COD concentrations provided

0 Q : by Los Angeles County Sapitation District No. 1 and BOD information contained in the SWRCB
Guidelines. .

Appendix VII-2 presents the City’s contribution to flow, COD and SS based on metered water use

- for the period ending March 31, 1997. Calculations for the single family category were based on a
67.78 percent return to sewer and a 95 percent rate was used for the other domestic category. The
mid-point return to sewer perceatage was used for all customers with SQC assignments. Table VII-3
summarizes the results of this analysis. As shown by the comparison at the bottom of Table VII-5,
the totat City loadings produced by this analysis do not match the City's overall share of system
loadings presented in Tables VII-1, VII-2 and VII-3. Therefore, the unit cost factors for flow, COD,
and S8 that are caloulated for the Metro and Muni systems have to be adjusted by the multipliers
shown when determining cost allocations for City customers,

As noted sbove, total loadings for the City based on the allocation to customer classes do not match
‘the City's overall share of Metro system loadings. The City’s flow contribution calculated by the
allocation process is only about seven percent less than the City’s share of Metro flows, but the COD
and SS loads are more than 20 percent Jower. It is reasonable to assume that part of the difference
in flow can be attributed to Ul in the Muni and Metro systems. The amount of 11 in the system is not
known, but it may constitute a considerable amount of the scven percent, in which case the assumed
return to sewer values would produce flows comparable to actual and projected values. The
2 infiltration component of VL is typically Jow in both COD and SS, while the amount of COD and 88

from inflow varies based on the source. Since inflow events are isolated and directly related to
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precipitafion events, it is anticipated that inflow does not contribute much to the total COD and SS
loads. The most likely explanation for the difference in COD and SS loadings is that the
concentrations used in the aliocation process do not accurately reflect actual conditions. Rather than
adjusting concentrations for individual customers or customer classes to increase the total loadings,
& unit cost multiphier was used to increase the cost allocation to each class by & proportional amount.

5

D.  Unit Costs for Flow, COD, and SS

* Table VII-6 calculates unit costs for flow, COD, and SS for the Metro and Muni systems for the
years 1997 through 2003, inclusive, and the average for the seven year period. More than 90 percent
of Muni Sysiem costs are related to flow while Metro System costs are more evenly distnbuted
between flow, COD, and SS. The calculated unit costs vary from year to year based on projected
expenditures but generally exhibit an upward trend. Unit costs arc higher for the City than for the
Participating Agencies because the City has to fund its share of Metro System costs plus all of the”
costs related to the Muni System. Each of the Participating Agencies will have to calculate the costs
related to their individual sewage collection and conveyance systems.

E. Total Annual Cost Allocations for Flow, COD, and SS

Projected annual cost allocations for the Participating Agencies, the City, and trucked waste hal:\lcrs
are shown in Table VII-7. The sepdrate cost allocations for flow, COD, and S8 which are combined
in Table VII-7 are presented i Tables VII-7g, 7b, and 7c.

Table VII-7 allocates system costs to the City, Participating Agencies, and trucked waste haulers.
Total costs for the City include both Muni and Metro system costs. As shown in Tables VII-1, 2, and
3, the City accounts for about 70 percent of flow and about 74 percent of COD and SS. Overall, the
City is responsible for about 82 percent of system costs which includes both the Muni and Metro
systems, the Participating Agencies account for approximately 17 percent, and trucked wastes make
up the balance. ’
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CITY OF SAN DIEGO
MEMORANDUM
CITY MANAGER'S OFFICE

DATE: June 28, 1996

TO: Honorable Mayor and City Council
FROM: ‘ Jack McGrory, City Manager

RE: Retirement Summary

Attached is a summary of the Retirement proposal that you requested last week.

Jack McGrory

Attachments:
June 28 Retirement Summary
June 21 Modifications Proposal
5 - June 7 Retirement Proposal
CERS Fiduciary Counsel Opinion
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June 28, 1996

San Diego City Employee Retirement System (SDCERS)
PROPOSAL

1. RETIREE HEALTH INSURANCE
Task Force of City Manager/Labor Organizations/CERS/Consultants to
recommend Retiree Health benefit by 11/1/96 for City Council Approval by 1/1/97
b. Transfer obligation for retiree’s health insurance from City to SDCERS
c.  Fund retiree’s bealth insurance from Undistributed Surplus Earnings, Annually
d. SDCERS to establish Health Insurance Reserve from Earnings ’

2. BENEFIT CHANGES
a. Eliminate Disability Income Oflset
b. Provide Health Insurance for those retiring before 10/6/80
c. Double 13th Check for Pre-1980 Retirees:
-from $30/year of service to $60/year for those retiring before 10/6/80
-from $30/year of service to $75/year for those retiring before 12/31/71
d. Provide for the Purchase of up to 5 years of Service Credit
{employee wonld pay the total cost for purchase of service credit)
e. Improve Formula for General Members, Police, Fire, and Lifeguard Members
1. City agrees to develop a Deferred Retirement Option Plan (DROP) by 4/1/97 with
no cost tmpact to SDCERS or the City.

3. RATE STABILIZATION

a.  CERS will annually adopt employer rates based on actuary’s valuation

b. CERS, upoen advice of its fiduciary counsel, has agreed to funding employer rates from a

RN combination of the “agreed to” rates in the Proposal paid by the City annually, with the

difference paid from a transfer of accumulated excess undistribuied earnings on investments.
{Approx. $135 million excess earnings were sef aside by CERS action 6/21/96 for this purpose
subject to final approval of the entire Proposal)

c. The “agreed to” rate paid by the City will increase by .50% annpually unti] such time it reaches
the actuarially determined rate.

d. At such time as the PUC rate mects the EAN rate, it is the intent to convert to EAN.

5. PROCESS
a. Meet and Confer with Labor Organizations ’ (Completed 6/5/96)
b. Review and Advice from Actuary and Fiduciary Counse] {(Completed 6/21/96)
c.  Approval by CERS Boeard (Retiree Health outstanding) (Completed 6/21/96)
d. City Council Approval {Scheduled 7/2/96)
e. Approval/Vote of CERS Members {Scheduled 9/96)
f.  Task Force Recommendation on Retiree Health Xnsurance (Due 11/1/96)
g. Ballot mcasure on Charter amendment-Retiree Health (11/5/96 election)
h. City Council Approval of Retiree Health Insurance (Due 1/1/97)
subject to approvals ef Jegal connsel, fiduciary counsel
tax counsel, etc.)
i.  Implementation of Benefits Improvements subject to above ) Q/1/97
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City of San Diego
MEMORANDUM

Date: June 21, 1996

To: City Employees Retirement System Board of Admmistration
From: Jack McGrory, City Manager

Subject: Modifications to Retirement System Proposal Dated June 7, 1996

As a result of issues raised by Dwight Hamilton, Fiduciary Counsel to the CERS Board of
Administration, the Manager herewith makes the following modifications to the Proposal dated
June 7, 1996, with the understanding that having made these changes, Mr. Hamilton will advise .
the CERS Board that approving the actions within their jurisdiction related to employer rates,
surplus undistributed eamings and reserves may be approved.

IssueNo. 1 - RETIREE HEALTH INSURANCE

Inasmuch as Mr. Hamilton is not prepared to advise the CERS Board at this time regarding the
obligation of Retiree Health Insurance moving to CERS, and the methodology for paving the
cost therefor from excess undistributed eamings, the following changes are made.

1. Itis proposed that the obligation for Retiree Health Insurance be moved to CERS
effective July 1, 1997, contingent upon advice from its fiduciary counsel that the
specific terms of this action are deemed legal and appropriate pror to January 1.
1997. Itis the Cinv’s intent and expectation in this Proposal that the cost of providing
retiree health insurance will not be amortized but rather will be pald on an annual
basis from excess undistribuied earnings.

11 1s the intent that the Task Force described in the June 7 Proposal complete its work
and present a recommendation by November 1, 1996. Final approval of the specific
Retiree Health Benefit that will be transferred to CERS will be subject to approval of
the City Council,

5

Retiree Health lnsurance for Pre-1980 Retirees will be provided by the City at the
same rate as in FY96 for one additional year, FY97. Contingent upon the approval of
item 1 above, Pre-1980 Retiree Health Insurance will become an ongoing benefit as
described in the June 7, 1996 Proposal.
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Issue No. 2 - BENEFIT CHANGES

These benefit changes do not require any action by the CERS Board, but rather are presented as
part of the overall proposal.

I11s the Manager’s intent 10 provide the increased benefit to the 13th check due in FY97, énd that

such increased benefit thereafier would only occur if the balance of the Proposal is approved by
January 1, 1997. )

The actual employee paid coniribution rates described in Issue No. 2 of the June 7, 1996
Proposal are slightly modified to coincide with the rates identified in the CERS Board
actuary’s letter (Rick Roeder) dated June 13, 1996 to Mr. Larry Grissom.

Issue No. 3 - EMPLOYER CONTRIBUTION RATES

The CERS Board is chareed with the responsibility of establishing employer contribution rates.

Paragraphs “B” and “C” are raodified to read as follows:

B. The City will pay the agreed-to rates shown above for-FY 96 through FY 2007. In the event
that the funded ratio of the System falls to a level 10% below the funded ratio calcuated at
the June 30, 1996 actuarial valuation which will include the impact of the benefit
improvements included in this Proposal, the City-paid rate will be increased on Julv 1 of the
year following the date of the actarial valuation in which the shortfall in funded ratio is
calculated. The increase in the City-paid rate will be the amount determined by the actuary
pecessary to restore a funded ratio no more than the level that is 10% below the funded ratio
calculated at the June 30, 1996 actuarial valuation.

C. 1l the System's actuary makes changes in actuanial assumptions or methodology which are
approved by the Board prior to July 1, 2007, any changes in the employer contribution rate
will adjust the PUC rate 10 be achieved through extended incremental increases shown in
paragraph A above. If the phase-in would require an extension past July 1, 2009 in order to
achieve the full acruarial PUC rate, the City-paid rate will be adjusted by the amount
necessary to achieve full phase-in by that date.

Issne No. 4 - SURPLUS UNDISTRIBUTED EARNINGS AND RESERVES

The Proposal dated June 7, 1996 is modified 1o read as follows:

The System's actuary performs an annual actuarial valuation which shows the present value of
accrued liabilities and the value of assets allocated 1o funding. To the extent that habihues
exceed assets, the System will show an unfunded liability. The System's liabilities will be
impacted in the following ways, including those related to the City Manager's proposal for
restructunng the System.
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NORMAL LIABILITIES - This Bability relates to the impact of actuarial gains or losses
recognized when actuarial assumptions are compared to the System's actual cxpériencc. When
experience 1s better than assumptions, the System shows actuarial gains and Liabilities decrease.
When experience is worse than assumptions, the System shows actuarial losses and Jiabilities
increase. This will take place regardless of whether or not the restructuring proposal is approved. -

NORMAL COST OF INCREASED BENEFITS - When benefits are increased, Jiability is
created representing the prospective value of those benefits. Employee and employer
contribution rates are increased for the purpose of paying that cost as it is accrued.

PAST SERVICE LIABILITY OF INCREASED BENEFITS - The proposed restructuring
provides for an increase in the formula for calculating benefits. This means that, in the case of a
general member, each year of accrued service that had a value of 1.45% of final average salary at
age 55, increases in value 10 2.00% of final average salary at age 55 upon the effective date of the
increase. This increases the cost to the System to pay the benefit, which increases Labilities
since no contributions have been received in the past to fund the benefit at this Jevel. This js
what is known as past service liabiliry.

The actuary has eStimated the amount of past service liability created by the restructuring
proposal to be $76.7 million expressed in 1996 dollars.

CONTRIBUTION SHORTFALL LIABILITY - The restructuring proposal provides that the
employer contribution raie will be *ramped up” 10 the actuarially recommended rate in
increments over the next 10 years. This means that the System will be receiving less in
contribution dollars over that penod, which creates an additional liability.

The actuary has estimated the amount of contribution shortfall liability created by the
restructuring proposal to be $30.0 million expressed in 1996 dollars.

A. The system has "surplus” undiswibuted eamings and a balance in the Eamnings -
Stabilization Reserve as follows:

FY ended 6-30-93 § 38,813,314
FY ended 6-30-96 85,472,254
Eamings Stabilization Resenve 10. 769.620
Total $135, 055,188

The actuary has estimarted increased liabilities associated with the restructuring proposal in the
amount of $106,700,000 (see the discussion segment above). Credit the Emplover Conuibution
Reserve in the amount of $106.700,000 for the purpose of discharging the restructuring liability.
Credit the Employer Contibution Reserve with $28,356,188 (the remaining balance) for the
purpose of reducing the Sysiem's normal unfunded lability.
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TOTALITY OF THE PROPQOSAL

If the pecessary contingencies identified to approve this Proposal in its entirety are not
aﬁ—xrmatne}y met by January 1, 1997, then:

A. Retiree Health Insurance will remain a City provided benefit, rather than CERS;
~B. The CERS benefit improvements listed in Issue No. 2 would not occur;

- C. The cmp]oycf contribution rates 1o be paid would be those established by the System’s
Actary.

In order 1o facilitate the accomplishment of this Proposal, it is reccommended that the CERS

Board direct that the $106,700,000 identified in Issue No. 4 as the amount necessary to discharee
1he restructuning hiability be set aside in a reserve until Jamuary 1, 1997.
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City Employees Retirement System
June 7, 1996

Proposal

It is the City Manager’s intent 10 recommend changes to the City Employees Retirement System
related to: (1) retiree health insurance, (2) retirement plan benefits, (3) employer
contribution rates, and (4) retirement system reserves. These proposed changes 10 plan
benefits, retiree health insurance, employer rates and system reserves will require approval of
the City Council, CERS Board of Administration as well as an affirmative vote of plan members.
The City Manager’s proposal is being reviewed by outside fiduciary counsel engaged through the
City Attomey’s Office and has been presented to the CERS Board’s Hiduciary counsel and
actuary for review and advice to the Board. Al proposed changes are conditioned upon and
subject to {inal approval by fiduciary counsel, City Council approval, Retirernent Board
approval, vote of plan panticipants, and confirmation of cost estimates by the System’s actuary.

The interrelationship of these various issues fo each other necessitate that the entire proposal be
considered and acted upen concurrently. Furthermore, the substantial financial implications 10
the City compel that certain actions occur in time for Fiscal Year 1997 budget decisions.
Necessary ordinances can be prepared for formal amendments to the Municipal Code subsequent
1o actions by appropnate bodies (City Council, CERS Board, Plan Participants, Employee
Umons). Following are the proposed changes.

Issue Ne. 1 - RETIREE HEALTH INSURANCE

A Move the Retiree Health Insurance from the City to CERS effective July 1,1997.

B. Increase premium reimbursement for POA and Local 145 Retiree Health Plans from
$4500/year 10 $4995 only for FY97.

C. Establish Pre-1980 Retiree Health Insurance as a permanent beneft at a level of S600 per
year.

D. During FY97, a Tesk Force of Cinv Manager, CERS Board and Labor Organizzdons
warking with actuaries, consultants and legal counsel can develop the necessary
documentation to design a tax exempt health insurance benefit to be effective July 1,
1997. The Task Force will recommend benefit level subject to approval by CERS, City
Council, and issue an RFP for sziection of a common provider. POA and Local 143 will
assume full responsibility for any incurred claims under existing health insurance
policies.

E. The existing City Health Insurance Trust (@ $12.5m) will be used to pay for FY97
Retiree Health Insurance.
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CERS will establish a Health Insurance Reserve within CERS. Each year, the upcoming
vear’s projected cost of retires health insurance will be transferred from undisiributed
earnings and credited to the Health Insurance Reserve.

Actual premium costs and administrative charges will be charged to the Health Insurance
Reserve on a pay-as-you-go basis and will not be actuarially funded.

Issue No.2 - CERS BENEFIT CHANGES

Ne

PENSION_H0000404

Eliminate the existing requirement to offset Disability Income.

Purchase of Sexvice Credit: Continue the existing service credit provisions refated to
refunds, probationary periods, 1981 Plan waiting persod and Military & Veteran Code;
incorporate all others into a new general provision of a five (5) year purchase of service
credit feature, which would alse be available to ¥ time and 3/4 ime employees.
Employees would pay inte the retirement fund an amount, including interest; equivalent
to the employee and employer full cost of such service.

Increase the calculation of the 13th Check for Pre-10/6/80 retirees from 330 per
creditable year of service 10 S60 per creditable year of service, and to $75 per creditable
year of service for Pre-12/31/71 retirees. 1t is also the Manager’s intent to conduct a
study during the first quarter of FY98 on COLA alternatives including but not limited to
a 75% purchasing power formula.

Increase the benefit to Geperal Members for industrial disability retirements from
33-1/3% to 50%; and increase the General Member {ormula as described below.

General Member Formula

Present Proposed
\Age | Factor Factor
55 |18t |2.00%
56 1.56% 2.00%

157 1.65% 2.00%

58 1.72% 2.00%

59 1.81%% 2.08%

60 1.92% 2.16%

61 1.99% 221%
62 2.09% 2.351%
63 2.20% 2.3%9%
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Cost of General Member Improvemenis:

Emplover-Paid

Emplovee-Paid

Normmnal Cost +1.11% +1.10%
Past Liabilitv +1.43%
TOTAL COST +2.54% +1.10%

Page 3

Total Cost

+221%
+1.43%
+3.64%

Past Jiability for these two benefit improvements will be paid for by the City through
excess earnings. Normal cost (prospective costs) will be paid for equally by employee

" and employer. The employer’s share will be added to the actuarial rate (PUC) .

calculations beginning mid-vear FY97. The employee’s share wil] be paid from excess
earnings for FY97, and by increasing the employee’s coniribution in FY98 and FY99 as
follows: +.55% on 12/27/97 and +.55% effective the earliest date in FY99 that General

Employees receive a salary increase.

Improve Lifeguard Safety Member Formula as follows and establish a 90% cap.
Any employees who are eligible for a percentage above 90% on 4/1/97, the

effective date of implementation of the DROP will be frozen at their rate in effect on
4/1/97. Past liabtlity for this benefit improvement will be paid for by the City through
excess eamings. Normal cost (prospective costs) will be paid for equally by employee
and employer. The employers share will be added 1o the actuarial rate (PUC)
calculations beginning mid-vear FY97. The employee’s share will be paid from excess
eamings in FY97. and by increasing the employee’s contnbution in FY98 and FY99 as
follows: +.245% on 12727/97 and +245% effective the earliest date in FY99 that
Lifeguard emplovees receive a salary increase.

Present Proposed
Age Factor Factor
50 2.00% 2.20%
5t 230% -1 2352%
52 222% 242%
33 2.34% 257%
54 2.47% 2.72%
55+ 2.62% 277%

Cost of Lifeguard Safety Member Improvements:

Emplover-Paid Emplovee-Paid Total Cost
Normal Cost +.49% +.49% +. 98%
Past Liability +. 33 + 33%
TOTAL COST +1.02% +.49% +1.51%
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F. Improve Police and Fire Safery Member Formula as follows and establish 2 90% cap.
Any employees who are eligible for a percentage above 90% on the date the new
formula becomes effective. will be allowed to remain under the current formula with no
cap. Past liabilinv for this benefit improvement will be paid for by the City through
excess earnings. Normal cost {prospective costs) will be paid for equally by employee
and employer. The employer s share will be added to the actuarial rate (PUC)
calculations beginning mid-vear FY97.

Proposed Factor
Age | Fire Factor Police Factor | for Fire & Police
50 220% 2.50% 2.50%
51 |232% 2.54% | 2.60%
52 2.44% 2.58% 2.70%
33 257% 2.62% 2.80%
54 272% 2.66% 2.90%
55+ |277% 2:70% 2.9999% L

Cost of Safety Member Improvements:

FIRE Emplover-Paid Emplovee-Paid Total Cost
Normatl Cost +.75% +.72% . +1.45%
Past Liabilitv +.91% +.91%
Total =1.64%; +.72% +2.36%

Fire employees will pay one-half of the normal cost by an increase in the employes
contribution of _72% effecuve 771/98.

POLICE Emvplover-Paid Emplovee-Paid Total Cost
Normal Cost + 47% + 47% - + .94%
Past Liabjlity +.91% + 91%
Total +1.38%¢ + 47% +1 83%

Police employees will pay one-half of the normal cost by an intrease In the employes
contnbution of 47% effective 7/1/98.
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The City agrees 10 implementation of a Deferred Retiremnent Gption Plan

(DROP) effective Apsil 1, 1997 on the condition that such a plan 15 approved by the City
Anorney’s Office as Jegal under applicable Federal. State and Local laws and
regulations, and that such a plan would not increase cost greater than the savings 1o the
City nor CERS. Employees ma participate in this program for up to five (5) vears. At
the end of three (3) vears, the Ciev will evaluate the cost impact of this program. If the
cost impact 1o the Ciry or CERS 1s greater than the savings, the City agrees to meet and
confer to impasse prior to imposing any changes i the DROP Plan. If the City proposes
to change the DROP Plan, the 90% cap on CERS would also be re-negotiated.
Employees who elect 10 participate in DROP will cease panicipation in CERS, and will
participate in an SPSP-type plan with a mandatory 3.05% employee contribution matched
by 3.05% employer contribution.

Issue No.3 - EMPLOYER CONTRIBUTION RATES

A

Employer rates will be calculated using the Projected Unit Credit (PUC) method. For
FY96 and FY97, the City will pay the budgeted rates (bifurcated rate) of 7.08%

(blended rate) and 7.33% respectively, and increase the rate paid by 0.50% each year unti}
the rate paid reaches the EAN calculated rate. At such time as the PUC and Enury Age
Nommal (EAN) rates are equal. the-Systern will convert to EAN.

Employer Contribution Rate Stabilization Plan

PENSION_H0000407

Period | PUCRate | CiyPaidRate | Difference % | Difference S|
FY96 8.60% 7.08% 1.52% $5.33m
FY97 10.87% 133% 3.79% | 513.88m
FY98 12.18% 7.83% 4.35% $16.67m
FY99 12.18% 8.33% 3.85% $15.40m
FY2000 {12.18% 8.83% 3.35% $14.00m
FY2001 |12.18% 9.33% 2.85% $12.45m
FY2002 | 12.18% 9.33% 2.35% $10.72m
FY2003 | 12.18% 10.33% 1.85% $8.82m
FY2004 |12.18% 10.83% 1.35% $6.73m
FY2005 | 12.18% 11.33% 85% $4.43m
FY2006 |12.18% 11.83% 35% $1.91m
FY2007 |12.18% 12.18% 0 -
FY2008 | 13.00 13.00% -0- -0-

| roTaL I $110.35% j

*$110.33 million paid from excess eanings includes $71 31 million in contributions 25 a

result of benefits improvements recommended heretn.
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The City will pay the aereed 1o rates shown above for FY96 through FY2007.

- The difference between the actuarially calculated rate and the agreed to rate would be

transferred from the Stabilization Reserve to the Employer’s Contribution Reserve. If the
amount in the Stabilization Reserve is insufficient to pay the difference in contributions
or the funded ratio of the Sysiem falls by more than 10% below the funded ratio
caleulated at the June 30, 1996 valtuation, this plan will sunset the year following the
actuarial valuation which shows this funded ratio. .

There will be no changes in actuarial assumptions or actuarial methodology which would
impact employer contribution rates prior tg July 1, 2007. If the CERS Board feels its
fiduciary responsibility requires a change to actuarial assumptions prior to that date due
to extraordinary circumstances, the increase in rate will be added to the PUC rate to be

" achieved through the phased-in rate increases.

Issue No. 4 - SURPLUS UNDISTRIBUTED EARNINGS AND RESERVES

Al

PENSION_H0000408

Create a Contingency Reserve not o exceed 1% of System assets at market value.

If undistributed earnings are insufficient, funds from the Contingency Reserve will be
used, in priority order afier crediting the employee and employer reserves and funding the
Systems budget, to: (1) pay the insurance premium, (2) pay the 13th check. 1 the Health
Insurance reserve and the copdngency reserve were insufficient, the City would be
responsible for that year’s health insurance premium.

Create a Stabilizaiion Reserve not to exceed $75 million, as follows: (1) close and
transfer the existing “eamings stabilization reserve ($10.7 million), (2) credit this reserve
annvally with 50% of “surplus™ undistributed earnings. Al surplus undistributed
eamings will be uansferred to the employer contribution reserve when and if the $75
million limit is reeched. These assets will be held outside of assets used for acruanial
valuation.
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Mr. Lawrence B. Grissom

Retirement Adminstrator

San Diego City Employees” Retirement System
Union Bank Building

525 “B” Street, Suite 1120

San Diego, CA 92101-4494

Dear Mr. Grissom:

You have requested on behalf of the Board of Administration our opinion on whether the
Board would be discharging its fiduciary duties in acting vpon certain recommended changes by the
City Manager to the City Employees’ Retirement System related to (1) Retiree Bealth Insurance; (2)
Retirement Plan benefnts; (3} Employer contribution rates; and (4) Retirernent System reserves.
Each of the recommended changes of the City Manager will be reviewed by suminanzing each
proposed change, ascertaining the action, if any, that 1s requested of the Board of Admanstration,
and opining on the discretionary authority of the Board to admintster the requested change.

1. Retiree Health Insurance. The City Manager seeks to empower CERS with authority
to provide Retiree health insurance and to terminate the City-sponsored health insurance benefits.

The City Employees’ Retirement System was authorized by the San Diego City Charter, Article IX.
Sec. 145, which provides that:

All monies contributed by employees of the City or appropriated by the Council or received
from any other source under the term of this Article shall be placed in a special fund in the
City Treasury to be known as the City Employees’ Retirement Fund, which said fund is
hereby created. Such fund shall be a Trust Fund to be held and used only for the purpose of
carrying out the provisions of this Article.

The Retirement System is not authorized to provide health insurance. Itis our opinion that the San
Diego Ciry Charter would have 1o be amended to empower the City Employees’” Retirement System
1o provide retiree health insurance. Until the Charter is arnended, the City Manager’s recommended

change cannot be effected. Therefore no action is required by the Board of Administration at this
time.
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2. CERS Benefit Changes. The City Manager has proposed certain benefit changes:

a. Eliminating the existing requirement to offset disability income;

b. Incorporating a new general provision of a five-year purchase of service credit
feature;

c. Increasing the calculation of the annual supplemental benefit (13th check) for

pre-10/6/80 retirees from $30.00 per creditable year of service to $60.00 per creditable year of
service, and to $75.00 per creditable year of service for pre-12/31/7] refirees;

d. Increasing the benefits to general mernbers;

e. Improving life guard safety member formmula;

f. Isoproving the police and fire safety member formula; and
g Implementing a Deferred Retirement Option Plan.

To cffect these changes, an ordinance amending the San Diego Mmicipal Code must be adopted by
the City Council and approved by a majority vote of the members of the System and by a majonty
vote of the affected retirees of the System. Once the benefit changes are in effect, the Board of
Administration has the plenary authority and fiduciary responsibility to administer the System. This
includes responsibility, based on investigations, evaluations and determinations, to adopt such
mortality, service and other tables and interest rates, and to make such revisions in rates of
contributions of members as it deems necessary io provide the benefits that have been granted.

3. Employer Contribution Rates. The City Manager has proposed an Employer
Contribution Rate Stabilization Plan. -In that Plan, employer rates have been calculated using the
projected unit credit (PUC) actuarial method. For FY96 and FY97, the City agrees 1o pay the
budgeted (City-paid) Tates of 7.08% and 7.33% respectively, and thereafter 10 increase the City-paid
rate by 0.50% each year until the rate paid reaches the calculated rate using the entry age normal
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actuanal method. At such time as the PUC and entry age normal rates are equal, the System expects
to convert to the entry age normal actuanal method. ’

By the City Manager’s proposal, the City will pay the rates shown in the Employer
Contnbution Rate Stabilization Plan chart for FY96 through FY2007. In the event that the funded
ratio of the System falls to a level ten percent below the funded ratio calculated in the June 30, 1996,
actuarial valuation, the City-paid rate will be increased on July 1 of the year following the date of
the actuarial valuation in which the shortfall in funded ratio is calculated by an amount, determined
by the actuary, that is necessary to restore the funded ratio to the proper level.

Nothing in this proposal changes the Board’s discretion to adjust the actuarial assumptions
on which the System 1s based as needed in order to insure the long-term funding integrity of the
System. If the Board, upon recommendation of the Systems actuary, adjusts the actuarial
assumptions on which the System is based prior to July 1, 2007, which changes the employer
contribution rate, the change in contribution rate will be passed on 1o the City by extending the
incremental increases shown in the Employer Contribution Rate Stabilization Plan chart. If the
phase i would reguire an extension past July 1, 2009, in order to achieve the full actuarial PUC rate,
the City-paid rate will be adjusted by the amount necessary to reach by July 1, 2009, the rate
calculated by use of the entry age normal method.

Provided that the Ciry-paid rate in the Employer Contribution Rate Stabilization Plan is not
less than an amount substantially equal 1o that required of emplovees for normal retirement
allowances as certified by the actuary. the Board will be acting withun the discretion granted 1o the
Board 1o administer the System and discharging its fiduciary dutes set forth in Article XV1, Sec. 17
of the California Constimtion.

4. Surplus Undistriibuted Earnings and Reserves. The actuary has estimated that the past
service liability created by the City Manager's proposal to increase benefits is $76.7 million
expressed in 1996 dollars. Past service liability is the increase in the cost to the Sysiem 10 pay the
benefits. No contributions have been received in the past to fund the increased benefits, and thus
the result is an increased liability. The City Manager’s Employer Contribution Rate Stabilization
Plan provides for the employer contribution rate to be incrementally increased to the actuarially
recommended rate over the next teni years. As a result, the System will be receiving less mn
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contribution dolars over that period, which creates an additional ltability. The actuary estimates that
the amount of contribution shortfall liability created by the Employer Contribution Rate Stabilization
- Plan is $30 million expressed in 1996 dollars. )

The total of estimated increased liabilities associated with the City Manager’s proposals is
$106,700000. You have informed me that the System has “surphis” undistributed earnings and a
balance 1 the Earnings Stabilization Reserve as follows:

FY ended 6/30/95 $38,813,514
FY ended 6/30/96 $85472.254
Earmings Stabilization Reserve $10.769620
Total $ 135,056,188

1t is now proposed that the Board of Administration, credit the employer contribution reserve in the .
amount of $106,700,000 for the purpose of discharging the estimated liability for past service
liability for increased benefits and employer contribution shortfall and credit the employer
contribution reserve with the remaining balance of $28,356,188 for the purpose of reducing the
System’s normal unfunded liability. We believe that it is appropriate and the Board will be
discharging its fiduciary responsibility to credit the employer contribution reserve as proposed,
provided that the requirements of Section 24.0907.1(a) of the San Diego Municipal Code have been
met. Under the controlling San Diego Ordinances, any actarially determined surplus earnings can

be credited 1o the emplover contribution reserve. (See San Diego Municipal Code. Section
24.0907.1(b).)

This letter is provided solely to the San Diego City Employees” Retirement System and
neither Frandzel & Share nor Hamilton and Faatz are assuming any professional responsibility 10
any other person whatsoever. This letter is famished only in connection with the City Manager’s
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proposal as outlined and summarized in this letter and may not be applied to subsequent changes in

the proposal.

LA1.0055127.02

PENSION_H0000413

Yours very truly,

HAMILTON AND FAATZ
A Professional Corporation

By: - J )Z/ i /{f[’\_ 7 W//«/L’!’ (=
DWIGHT ALAN HAMILTON
FRANDZEL & SHARE

A Law Corporatiion

A. GRAHAM
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City of San Diego
MENMORANDUM

Date: October 10, 1996

To: Honorable Mayar and City Council
From: Jack McGrory, City Manager

Subject: Legal Opinion from CERS Fiduciary Counsel

Attached for your information is a letter from Dwight Hamilton, Fiduciary Counsel 1o the

CERS Retirement Board of Administration. Mr. Hamilton’s letter provides his opionions
regarding several legal issues referrred to him by CERS Board members at the time
they were considering the Manager's Proposal regarding the retirement system.

-‘ ~K McGRORY

City Manager

cl
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e September 19, 1996
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Mr. Lawrence B. Grissom

Retirement Admimstrator

San Diego City Employees’ Retirement System
Union Bank Building

525 “B” Street, Suite 1120

San Diego, CA 92101-4494

Dear Larry: -

In the two public meetings with the CERS Board (Board) that I attended in which the City
Manager's proposals regarding Contribution Rates, Benefits and Distribution of Eamings were
discussed, we often referred to the “Claypool” case (Claypool v. Wilson, 4 Cal App.4th 646, 6
Cal Rptr.2d 77 (1992) cert. denied sub nom 506 U.S. 1034,113 S.Ct. 812, 121 L.Ed2d 865
(1992)). Ms. Parode, during discussions of ihe City Manager’s proposals at the June 21, 1996
meeting, asked for an explanation of the Claypool case, the conclusions of law contained therein,
and how those conclusions apply to the City Manager’s proposal.

In Claypool, members of the Public Employees Retirement System (PERS) challenged
inter alin a slatite repealing supplemental cost of living (COLA) programs and directing that the
fands be used to offset conmibutions otherwise due from PERS employers. The PERS members
contended that the repeal of the supplemental COLA programs and the reallocation of the funds
1o offset employer cantributions were unconsurutional because they impaired vested contract
rights to funding, citing Valdes v. Cory, 139 Cal.App.3d 773, 189 Cal Rptr. 212 (1983). Because
the COLA funds were not previously counted toward the actuarial soundness of PERS, were not
reserved to underwrite the actuarial soundness of the basic pension benefits, and were not tied to
the provision of any special benefits required to be paid, the court found that COLA funds were

"available'to offset the employer contributions that would otherwise be required to that end. The
court made it clear that only surplus funds not previously identified as actuarial assets could be
. utilized as an offsét to conmibutions.

This rule from Claypool is applicable to Issue No. 4 of the City Manager’s proposal. This
proposes that the Board credit the employer contibution reserve in the amount o0f $106,700,000
for the purpose of discharging the estimated libility for past service liability created by the City
Manager’s proposal 1o increase benefits (estimated to be 376.7 rmillion in 1996 dollars) and the
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Mr. Lawrence B. Grissom
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Page 2

estimated contribution shortfall liability created by the City Manager's Employer Contribution
Rate Stabilization Plan (estimated to be $30 million in 1996 dolars). This credit would be
provided by using “surplus™ undistributed earnings together with the remaining balance in the
Eamings Stabilization Reserve. Under the controlling provisions of the San Diego Municipal
Code, Section 24.0907.1(b), surplus earnings can be credited to the Reserve for Employer
Contribution, provided that the requirements of Section 24.0907.1(a) of the San Diego Municipal
Code have been met.

According to the information that we have been provided, the System has *“surplus”™
undistributed earnings as follows:

- FY ended 6/30/95 $38.813,314
FY ended 6/30/96 $30,472,254

The remaining balance mn the Eamings Stabilization Reserve is $10,769,620. None of these funds
have been previously identified as actuarial assets by the Board. Therefore, under the criteria set
forth in Claypool, they can be utilized as reserve for the deferred contributions.

Claypool is of equal importance to the Board in determining whether it is propetly
discharging its fiduciary duties in accepting the Contribution Rate Stabilization Plan. A trustee’s
duty of loyalty requires him or her to protect the integrity of the fund so that its actuarial
sounduess will not be impaired. Under the rule of Valdes v. Cory, 139 Cal.App.3d 773, 189
Cal.Rptr. 212 (1983), the members of the System have 2 vested right to an actuarially sound
system. In discharging that duty, the Board is naturally concerped about the Plan’s effect on the
System. The court in Claypool held that vested contractual pension rights may be modified prior
to retirement provided that the modificatien is reasonable. Citing the case of Betts v. Board of
Administration, 21 Cal.3d 859, 148 Cal.Rptr. 158 (1978), the court in Claypool went on to say
that a modification of a vested pension right is reasonable only if it “[bears] some material relation
to the theory of a pension system and its successful operation,” and if the modifications (which
result in disadvantage to employees), are accompanied by comparable pew advantages to the
members. The Claypool court then stated that “The saving of public employer money is not an
illicit purpose if changes in the pension program are accompanied by comparable new advantages
to the employee.” Claypool, 4 Cal.App.4th.at 665, 6 Cal Rptr2d at 88.

It appears that the City has found it difficult to work with the wide fluctuations in the
Employer's contribution rate under the Projected Unit Credit (PUC) actuarial method, which was
instituted in 1992. The City Manager indicated that the City bad not anticipated the level of
volatility that the PUC method has created, because of changes in the demographics of the
System, particularly in the increased average age of active members. He stated that the
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Employer’s contribution rates have been driven to an unanticipated level, and the fluctuation in
these raies have caused severe budgeting problems for the City.

_ The City Manager’s Contribution Rate Stabilization Plan is therefore a modification of the
pension system designed to effect economies for the benefit of the City. This modification is
accompanied by an increase in benefits and other advantages granted to the beneficiaries and
members in Issue No. 2 of the City Manager’s Plan. The case law permits 2 pension system to be
flexible enough to permit adjustments in accord with changing conditions if at the same time the
integrity of the system is maintained, and the change bears some relation to the functioning and
integrity of the system. Wallace v. City of Fresno, 42 Cal.2d 180, 265 P.2d 884 (1954). With the
sunset provisions now being included in the City Manager’s Contribution Rate Stabilization Plan,
Tssue No. 3, the actuary believes that.the System is protected from permanent weakening. The
stabilization of employer contribution rates is directly related to the functioning and integrity of
the system. Thus, the modification appears to comply with the modification of vested rights rules
of Berts and Claypool, and is consistent with the duty to minimize employer contributions set
forth in Arnticle XV1, §17(b) of the California Constitution. :

Ms. Parode also asked questions at the public hearing conceming the Board’s duty to
determine the financial stability and viability of the City when the Board is asked to approve an
action by the City that would increase the unfunded liability of the City. Following up on those
questions, your letter of July 29, 1996, asked us whether the Boaxd has a duty to determine the
financial viability of the City before it approves contribution payments at a Jevel less than that
recommended by the actuary. In our opinion, the Board does have that responsibility.

Ms. Parode, in her comments at the June 21, 1996, public hearing on the City Manager's
proposal, compared the approval of employer contribution payments at a level less than that
recommended by the actuary to that of a retirement system loaning money to an employer.
Before a bank makes a loan, it has the duty to determine the ability of the borrower to repay it
We believe that the Board is held to the standard of professional bankers and bank investment
advisors. If a pension-fund-is asked to approve employer contribution payments at a ievel less
than the amounts recommerided by the actuary, because of the unfunded Lability created, the
fiduciary must determine the ability of the employer to provide the funds to deliver benefits and
related services to the participants and their beneficiaries when they become payable.

To discharge the duty of {ietemijning the ability of the City to provide the funds to deliver
benefits and related services to participants and their beneficiaries, the Board should give
appropriaie consideration to audited financial statements of the City; determine whether the City

 is reasonably carrying out and performing the municipal services required of it by the City

Charter; determine whether it establishes a budget each fiscal year that anticipates the
expenditures for those mandated services and the revenue necessary to fund-them from a
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reasonable level of taxation, state aid, and other funds; and determine whether the City is paying
jts debts as they become due and is doing so without stress. In making its analysis the Board may
need the advice and counsel of an expert who has extensive experience in municipal finance and
govemment. Failure to carry out such an evaluation would be a breach of the duty of the Board
to administef the system in a manner that will insure prompt delivery of benefits and related
services 1o the participants and their beneficiaries as required by Article XV1, § 17(a) of the
California Constitution. .

_ Wehave found that a process for discharging the duty to determine the financial stability
of the City is in place. Section 39 of the San Diego City Charter provides for the election of the
City Auditor and Comptroller and sets forth his duties and responsibilities. Under Section 144 of
the City Charter, the City Auditor and Comptroller is designated as a member of the Board of
Administration. We understand that the City Auditor’s office has a specific audit division, which
conducts an operational and financial audit of the City” The City also employs an independent
public accountant who conducts an annua} independent audit of the City’s finances, reviews all of
the City’s financial records and financial resources, and prepares report on the financial stability
of the City for the Retirement Board. The City’s independent public accountant also certifies the
surplus undistributed earnings for the system in accordance with Section 24.0907.1 of the San
Diego Municipal Code.

Prior to entering into an agreement to approve employer contributions at a level less than
that recommended by the actuary, the Board should carefully analyze the most recent financial
statements of the City, the report of the independent public accountant, apd ascertain his opinion
as to the ability of the City to provide the funds to deliver benefits and related services to the
participants and their beneficiaries considering the under-funding liability that is expected. The
Board may also wish to have an independent expert in municipal fipance and government give a
second opinion to provide additional comfort to the Board in that decision.

Board member John Casey requested an opinion concerning the scope of the Board’s
authority and responsibility. He is correct in his submission that the Board’s authority and
responsibility is to administer the system. The Board has no authority to determine benefits or to
rmake benefit changes. Benefit changes require the enactment of an ordinance amending the San
Diego Municipal Code by the City Council and approval of the changes by a majority vote of the
members of the system and by a majority vote of the affected refirees of the System. Once the
benefit changes are in effect, the Board has the absolute responsibility to administer the system.
As indicated above, a vested contractual pension right may be modified only if the modification
bears some material relation to the theory of the pension system and its successful operation, and

_ the modification is accompanied by comparable new advantages ot benefits to the members. If

the Board is asked to approve the modification of the vested right, it should under those
circumstances determine that these are benefits to the participants and their beneficiaries that are
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comparable to the disadvantages to the participants and beneficiasies. -Mr. Casey, however, is
comect: the Board should not engage in negotiations for benefit changes or increases.

In his memorandum, Mr. Casey also raised a conflict of interest question. He stated:

_ All the ex officio and elected Board members would gain seme financial benefit in
- approving this action. This apparent conflict, in my opinion, is-a real conflict. For
the record, I do not believe that any member voted for this proposal for personal
gain, rather it was inadvertent and due to the way the proposal was presented.
Nevertheless, the conflict is real.

Following up on that memorandum, you have submitted to us a request for an opinion on the
issue of whether the manner in which the City Manager’s proposal was submitted created a
conflict for Board members who would directly benefit personally from the proposed increase in
retirement benefits.

As stated immediately above, changes or increases in benefits may be effected only by the
enactment of an ordinance amending the San Diego Municipal Code adopted by the City Council,
not by the Board. The benefit increases, if enacted by the City Council by ordinance, must be -
approved by a majority vote of the members of the System and by a majority vote of the affected
retirees of the System. Once the benefit changes are in effect, the Board of Administration has the
plenary authority and fiduciary responsibility to administer the Systern. This includes the
responsibility, based on investigations, evatuations and determinations, to adopt such mortahty,
service and other tables and interest rates, and to make such revisions in rates of contributions of
members as it deems necessary 1o provide the benefits that have been granted. The Board does
not directly participate in the decision to increase benefits.

“The modification and increase of benefits, as set forth in Issue No.2 of the City Manager's
proposal, however, is contingent upon the Board's approval of Issues No. 3 and 4. The question’
presented, therefore, is whether a retirement board member, who would benefit from a benefit
increase outlined in Issue No. 2, would have a conflict of interest preventing him from voting on
Issues No. 3 and 4. Viewing the City Charter as the document creating the trust, Section 144 -
creates a Board of Administration to manage the system. It consists of several persons expressly
defined by the City Charter, including the City Manager, City Auditor and Cemptroller, City
Treasurer, three members of the Retirement Systern to be elected by the active membership, and
one retired member of the Retirement System to be clected by the retired membership. These
individuals are, of course, also members, participants or beneficiaries of the System, and the
Charter drafters were aware of the possible conflicts of interest inherent in the appomtment of
those members of the Board. Under California law, “where a trustee is named by a settlor who is
- aware of the possible conflicts of interest inherent in the appointment, removal on the ground of -
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conflict of interest is ordinarily unwarranted without an actual breach of trust. The bare potential
for a conflict of interest does not categorically bar a fiduciary from functioning as 2 trustee. See
Claypool, 4 Cal.App.3d at 676-771; 6 Cal. Rptr.2d at 95-96; Matter of Gilliand’s Estate, 13
Cal.App.3d 515, 528, 140 Cal.Rptr. 795, 802 (1977); Restatement (2d) of Trusts § 107 comment
f(1959).

Article X VI, § 17(b) of the California Constitution states:

{b) The ** * members of the retirement board of * * *_a public pension or
retirernent systemn shall discharge * * * their duties with respect to the system
solely in the interest of, and for the exclusive purposes of providing benefits to,
participants and their beneficiaries, [minimizing employer contributions thereto, and
defraying reasonable expenses of administering the system. A yetirement board’s
duty 10 its participants and their beneficiaries shall take precedence over any other
duty,

If a trustee, in making decisions s a trustee, acts solely and exclusively in the interest of
and for the purposes of providing benefits to participants and their beneficiaries, minimizing
employer contributions thereto, and defraying reasonable expenses of administering the systern,
the trustee does not violate his or her fiduciary duties to the system. I a Board member fulfills
this duty in making decisions, he or she will not be violating his or her duties under Government
Code section 87100", the Code of Ethics of the City of San Diego, California®, or Council Policy
000-4.° .

* “No public official at any level of state or Jocal government shall make, partcipate In
making or in any way attempt to use his official position to influence 2 governmental decision in
which he knows or has reason to know he has a financial interest.”

* “First: No elected official, officer, appointee or employee of The City of San Diego shall
engage in any business or transaction or shall bave a financial or other personal interest, direct ot
indirect, which is incompatible with the proper discharge of his official duties or would tend to
impair his independence or judgment or action in the performance of such duties.”

: “Np elected official, officer, appointee or employee of The City of San Diego shall
engage in any business or transaction or shall have a fipancial or other personal interest, direct or
indirect, which is incompatible with the proper discharge of his official duties or would tend to;
impair his independence or judgment or action in the performance of such duties.”
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For the foregoing reasons, it is our opinion that those Board members who voted in favor
of the proposal solely in the interest of, and for the exclusive purposes of providing benefits to
participants and their beneficiaries, minimizing employer contributions thereto, and defraying
reasonable expenses of administering the system, did not have a conflict of interest sufficient to
bar him or her from functioning as a trustee. . - -

_ This letter is provided solely to the San Diego City Employees’ Retirement System and
néither Frandzel & Share nor Hamilton and Faatz are assuming any professional responsibility o
any other person. This letter is fumished only in connection with the City Manager’s proposal as
outlined and summarized in this Jetter and in response to your letter of July 29, 1996, including
the attachments.

Yours very truly,

HAMILTON AND FAATZ,
A Professional Corperation

By @Zﬁ;’v[jﬁ ﬂaf\. At z370 ./'v-\_.

DWIGHT ALAN HAMILTON

FRANDZEL & SHARE
A Law Corporation

g (et

\_JOHN A. GRAHAM
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Status of Negotiations

City of San Diego

= 2 sets of paraliel pegotiations underway

Closed Session .
» Successor/Extensions of MOU’s

March 14, 2000
~ Corbeit Lingation/Mediation
1 2
Negotiations for Corbett Case
Settlement
Corbett » “Tag Along” case to Ventura Deputy Sheriffs
3 Vs.. v. Ventura Co Board of Retirement
Crty of San Diego And % Ventura case held that retirement bencfits under CERL
City Employees’ Retirement System must be caloulated on virtually all compensation,
mcluding fringe benefits, rather than only “base”
(CERS) compensation
» City is currently in mediation with plaintiffs to attcmpt
settlernent
3 4
CA10021
SEC REQUEST 6/05
CS00117
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Corbett case seeks to indude Fringe
Benefits in definition of compersation: Corbett Case Risk
s Uniform Pay -
» Termmal Leave / Value of annual vacation accrual » $743+ Million Expense
» Flex Plan Value = $75 Million annuat cost
» Mileage Reimbursement = 31% increase in retirement benefit
= Auto Allowsnce = SDCERS Funded ratio reduced 1o 70% from
» Retirement Contributions Offset 94.4%
® Annua] Leave Pay in Lieu
5 6
Terms of Mediated Corbett
Settlement Funding of Cerbett Settlement

. . CE
= Retired Employees: 7% bencfit mercasc Fund Serlement throogh CERS

= DROP participants 7% rewo and 10% benefit » Reduction m fimded ratio
pms-pec‘hvc mcrease » Current CERS fimded ratio = 94 4%
* Active Employees Choice of: = Cost of Formulz Enhancement reduces funded
Enbanced formuls ratio by (-3.05%) ($60 million)
3% @ 50 for Safcty Members = Cost of Choice reduces funded ratio by
2.25% @ 55 for General Members (-.9%) ($18 million)
OR = Reduces funded ratio to 90.4%

10% increased benefit on existing formula

7 . 8
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Fuoding of Corbett Settlement

Cost of Corbett Settiement

Fund Sctticment throngh CERS

» Retiree portion from CERS Undistributed
Eamings

= Active Portion comes from:
» Reduction in CERS funded ratio 10 90 4%
+ Increased Employee and Employer Contributions

{Approximatz Cost)

= Total Cost not $743M, but $162M
= Annual Cost not $75M/year, but $10.7M/year

= Benefit Increase not 31%, but 10% benefit
increase
» Retired: 7%
» Active 10%+ (depending on clection)

» Plaintiff’s Attorney’s Fees

9 10
Corbett Schedule Corbett Settlement Requirements
Assuming Settlement *

= Mediation - March 1, March 13, and March 15, 2000
* Provide notice to settiement Classes - March 30, 2000
* Public Comment - March 31 - May 1, 2000

= Judicial Certification of Settlement - May 10, 2000

» Absert negotialed setlement, Corbett case scheduled for
hearing May 26, 2000.

= Tentative Agreement of Parties (3/13/00)

» City Council Authorization of Settlement Deal
Points (3/14/00)7
» Contingeat upon verification of actuarial costs

= CERS Board Authorization
= CERS Membership Vote of Approval

= Salary Ordinance Amendment redefining
“compensation” to address Corbett issue.

\

CA10023
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Negotiations for Snccessor/ MOU Negotiations Schedule with

Extension of Corbeit Settlement
Memoranda of Understanding -

» Weck of March 20, 2000 - Closed Scssion Council Duccuron

MOU Expiration Date re; Negotiations Package
x POA. Jume 30, 2000* » Prior to Apri! |, 2000 - Wiitten offer to POA for 2 year
: 7 contract extension

® Fircfighters, 145 Junz 30,2001+ » Concurrently, POA offer tiggers reopener provision with

» MEA Tune 30, 2001 ** Local 145, MEA and AFSCME Locat 127. .
= May 15, 2000 - Impasse Hearing if necessary (POA only)

e
» AFSCME, Locs] 127 June 30, 2001 « May 16, 2000 - Council adoption of Salary Ord
* Informal Nogotiations currently wndcrway = July 1, 2000 - Caremence successar MOUs

**Re-openct provmsions are triggered if & propesal for “voonomic
inptovement’ls made tothe POA

13 14

Recommendations

»Direct City Manager to finalize Settfement Agreement
wFinalize “Informal” Negotiabions with P.O.A.

=Seek Council anthority week of March 20, 2000, to:

- Extend written offer to POA for 2 year extension of
MOU (tiwough 6/30/02)

- Commence negotintions with Local 145, MEA and
AFSCME Local 127 for 1 year extensions of MOUs
{through 6/3002)

sSchedule Additional Special Closed Sessions with Cotneil to
provide updates prior to May 15, 2000 on status of:

- Negotiaions
- Impasse patential
= Amend Municipal Code 10 codify Settiement
15 16
) CA10024
SEC REQUEST 6/05
CS00120
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Formula Enkancement Impact on

Retirement Benefit
Safety Member General Member
Current $25000  Cumrent 516,000

Wuth 3% @ 50 $30,000 With2.25% (@ 50 518,000

SDCERS Funding Impact

Scenano Annual Cost Impact on Conent Funded Ratio

o Pumdmg Rap —
Now No Change D 932%
Formula
Enhancernent  $5.3M (-3.05%) 90.13%
Poayible $144M (-9.50%) B3.7%
Setfement
AllCotberr  ST5.0M (-24.8%) 68.40

Claims

Towl Exposvre from Corbett = 3743 million

18

Corbett Impact on Retirement Benefit

Safety Member General Member

= Current $25,000 Current $16,000
= Possible Possible

Settlemem $27.500 Seniernent  $17,600

»AllClatms  £32,753 Al Claims 521,019

Retuement Benefit Calculation is a function
of Three Factors:

® Years of Service
® Multiplied by 2 % Factor

= Multiplied by employee’s highest one year
compensation

20

CA10025
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Current Retirement. Formula
Example

Safety Member (Age 50)  General Member (Age 55)

20 years of sarvice 20 years of service

2.5% Factor 2.0% Factor
Applied to salary Applied to salary
(c.g $50,000) { c.g. $40,000)

(20 years x 2% x $40,000)

{20 yeass x 2.5% x $50,000)
= $25,000 annua) bensfit = $16,000 anpua] bepefit

21
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{k . Retired and Vested Deferred
Members

Corbett Settlement
Term Sheet

= Retroactive benefit increase 7% (to 7/1/95) to
be paid in lump sum

= Prospective benefit increase 7%
» Contingent upon sufficient undistribuied eamings
> Payment hlerarchy: between Health Ins.
Premium and 13th Check
» Any unpaid amounts accumulated and paid n
future years contingent upon sufficient

undistributed eamings
]
1 2
N ___ DROP Members Active Members
= Election at fime of retrement
: ; . 1089 » Formula increase or Retirement benefit ncrease.
» Prospec%we beneﬁtfncrease, 10% .+ Safety: from 2.5% to 3% @ 50
= Retroactive benefit increase; 7% ~ Beneral: 2% o 2.25% @ 55
OR
» 10% increase in final compensation without
fonmula increase
*= Employee contribution for election costs (est.
.15%) pad from SDCERS Employee Benefit
Reserve
3 4
CA10027
SEC REQUEST 8/05

CS00123
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Conditions

= Actuary Confirmation that settlement will not
lower funded ratio below 90%

= Plaintiff s Attomey’s Fess

CA10028
SEC REQUEST 8/05

CS00124
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CITY OF SAN DIEGO
MEMORANDUM

DATE: April 13, 2000
TO: Honorable Mayor and Councitmembers
FROM: Bruce A. Heming, Deputy City Manager

SUBJECT: Corbett SetﬂementQ{}e

As part of the conditions of the Corbett Settlement (Corbett et al. V City Employee Retiremnent
System), the SDCERS was to retain a funded ratio in excess of 90.0% after the conditions of the
settlenent had been met. This was to be confirmed by the SDCERS Actuary, Gabriel, Roeder,
Smith & Company. . ’

Larry Grissorn, the SDCERS  Administrator, has received the written confirmation from Rick
Roeder of Gabriel, Roeder, Smith & Company atiesting to the fact that the condition of the .
settlernent has been reached. A copy of the Mr. Roeder’s letter is attached for your information.

w Please contact me if 1 can provide any additional information.

M
Bruce A. Herming
Deputy City Manager
Attachment

co Michae] T. Uberuaga, City Manager
Lamry Grissom, Retirernent Administrator
Ed Ryan, City Auditor and Confroller
Casey Gwinn, City Attorney
Dawvid Hopkans, Hillyer & Irwin

R
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ZABRIEL, ROEDER, SMITH & COMPANY . Zu
Consultants & Actuaries - §

GO TTN N e ol L
9171 Towne Cenwre Drive » Suite 440 » San Diego, California 92122 « 858-525-1300" FAX-B58-535-1415

March 30, 2000

Mr. Larry Grissom

City of San Diego Employees’ Retirement Association
401 B Street, 4™ Floor

San Diego, CA 92101

Dear Larry,

You had asked us for an updated “funded status” for your System if certain liability
increases related to the Corbett litigation occur. For purposes of our summary, ‘the
funded ratio shall be mclusive of the Unified Port District.

As of the June 3G, 1999 valuation, the aggregated funded ratio was 94.4% (On a stand-
alone basis, the City’s funded ratio was 93.2%)

As part of the Corbett litigation, Drew James of William M. Mercer, Inc. was asked 1o
gevelop analysis in regard 1o potential lability increases. Qur understanding is that
Mercer’s estimate of increased liabilities was 102 million dollars for active members. If
this impact were to have been reflected in the 1999 valuation, the aggregate funded ratio
would have decreased to 90.3%. Thus, we estimate the resulting decline in the funded
ratio to be 4.1%.

It is our understanding that there are contingent additional liabilies associated with
retired and vested deferred members. Our understanding is that such comtingent hiability
1s currently estimated to be 84 million dollars. While our understanding is that such
contmgency will preclude inclusion in System liabilities until after the June 30, 2000
valuation date “snapshot”, we do wish 10 state the funded ratio would have declined

" further 1o 87.2% if a further 84 million doilar increase in liabilities in the 1999 valuation
had been reflected. c )

All parties should be aware that these funded ratios developed in the June 30, 2000
valoation will deviate from those above due to actual experience being different
{from that assumed. Also, the funded ratio will be impacted te the extent that the
contribution rate per the Manager’s Proposal is less than the actnarially computed
rate. -

" Sincerel v,

Rick A. Roeder, EA, FSA, MAAA
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